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@ When you are asked to recommend an 
accounting course, the educational back- 
ground of the International Accountants 
(Society, Inc., will give you complete confi- 
dence. The five men composing our Execu- 
tive Educational Committee are respon- 
sible for 1AS educational policies and activ- 
ities. The sixteen Certified Public Account- 
ants composing the IAS Faculty prepare 
text material, give consultation service, or 
grade examination papers. Some give full 





time, others part time, to IAS work. Our 
Advisory Board consists of forty outstand- 
ing Certified Public Accountants, business 
executives, attorneys, and educators, who 
counsel with the [AS Management, on 
request, about technical accounting, edu- 
cational, and business matters. 

The uniformly high caliber of these men 
is eloquent testimony to the quality of 
IAS training. 
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man, Board of Directors, The Ronald Press Company; Former Director, Department of 
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cepts of Profit,” “ Analyzing Financial Statements,” “Principles of Accounting,” “What 
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FACULTY 
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How temporary 


is your “temporary” help? 








You know from experience that it’s 
usually not temporary at all... that 
almost invariably it becomes a 
permanent boost in your current 
operating expense. 


For the day is past when the prob- 
lems of office operation could be 
profitably met with stop-gap meas- 
ures. The increased tempo of today’s 
business demands modern methods 
and equipment. It requires mechan- 
ized efficiency to keep your office 
payroll stable. 


With the proper machines for each 
job, your personnel can do their 
work much faster with less effort. 
There’s less need for emergency 
hiring even during peak periods. 
Up-to-the-minute y By and figures 
are on your desk when you reach for 
them Overtime is pared to a 
thrifty minimum. 

Why not call in your local Burroughs 
Pe engines today? Burroughs 
Adding Machine Company, Detroit 
32, Michigan. 


WHEREVER THERE’S BUSINESS THERE’S Bu rroughs 


THE MARK OF SUPERIORITY 


IN MODERN BUSINESS MACHINES 





R for Peace of Mind 


Banks and Corporations that 
use La Monte Safety Paper 
look upon the transfer of 
funds with well-justified op- 
timism. They have the scatis- 
faction of knowing their 
checks are fully protected 
against alteration and coun- 
terfeiting . . . enjoy the dis- 
tinction of using the world’s 
finest and best-known check 


paper. 


GEORGE LA MONTE & SON 


NUTLEY + NEW JERSEY 


Za Mone 


SAFETY PAPER FOR CHECKS 


THE WAVY LINES @ ARE 
A LAMONTE TRADE-MARK 
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Comptroller Daniel Boom volleys and 
thunders because payrolls and financial 
reports are late. 


Dan’s what you'd call a Big Shot — 
small caliber. Instead of blowing his top 
at the overworked girls in his office, he 
should aim his heavy artillery at obso- 
lete record-keeping methods and look 
into modern McBee methods. 

Low-cost Keysort cards, for example, 
would take elusive figures out of hiding 
in ledgers, put them at point-blank 
range. Keysort cards are marginally 
punched cards which can be pre-coded 
to serve as original records. 

When you use Keysort cards, your 
orders, invoices, clock cards, and job 
tickets don’t have to be copied and re- 
copied. Keysort cards cut down chances 
of error . . . can be keyed and sorted 
in minutes instead of hours. 


Do hali-cocked figures make your shots go wild? 


What’s more, you don’t need expen- 
sive equipment or specially skilled 
people for McBee operations. No other 
record-keeping methods give you fresh 
facts and figures at such low cost. 

There’s a McBee man near you. Ask 
him to call. Or write us. 











Keysort is based on a card with coded holes 
punched near the edges. When notched, they 
make the card mechanically articulate. Quan- 
tities of data can be classified, filed, found 
and used ...quickly and accurately. 


THE McBEE COMPANY 


Sole Manufacturer of Keysort — The Marginally Punched Card 
295 Madison Ave., New York 17, N.Y. Offices in principal cities 





310 Spadina Ave., Toronto 2B, Ontario, Canada 






2 BIRD’S-EYE VIEW OF THE 
MARCH ARTICLES 


INTERNAL AUDITING WITH RELATIONSHIP TO OFFICE MACHINES 
By Witliam E. Sexton 


After a brief foreword concerning the development and application of 
office machines, the author enumerates the types of machines and states 
the primary reasons for their use in office work. Well-considered sug- 
gestions are made as to the approach of the internal auditor in studying, 
planning and assisting in varying machine applications. Supplementing 
this is an equipment check list that should prove helpful to auditors in 
making surveys of the effectiveness of machines and their operations. 


THE RELATION OF INTERNAL AUDITING TO OTHER CONTROL FUNC- 
TIONS 


By John B. Thurston 


t This paper will provoke considerable thought and, possibly, some argu 
ment because of its concept of precisely where accounting and internal 
auditing stand in relation to management and administrative control, 
though emphasis is placed somewhat on internal auditing. There are 
concrete comments made concerning organization structure, personnel, 
layouts, methods and procedures, equipment and other physical facilities, 
manuals and forms. The qualifications required in the internal auditor 
to effectively deal with his responsibilities are clearly stated. 


ACCOUNTS PAYABLE AND DISBURSEMENT AUDITS 
By W. I. Gottschall 


The subject of this paper is presented in a workmanlike and authori- 
tative manner. It is valuable because of its emphasis on the appraisal of 
control procedures and the compliance therewith—in short, a good and 
sound presentation on procedure. 





a. 
"Saves hours of time... 


changes jobs 
in seconds!" 


SEE HOW MUCH NATIONAL MECHANIZED ACCOUNTING CAN SAVE! 


Concerns of every size and type report savings up to 30% — often more! 
Savings are frequently enough to pay for the entire installation in the first 
year. National’s time-and-money-saving features makes this possible. 

The removable form bar shown above, which quickly adapts this National 
Accounting Machine to various jobs, is but one of five outstanding features 
—and only National has them all. 

In the office, as in the factory, mechanization 
cuts overtime, reduces costs. Ask your National 
representative to study your present accounting 
set-up and report the savings you may reasonably 
expect from a modern National system. ACCOUNTING MACHINES 


THE NATIONAL CASH REGISTER company  “"" MSISTERS » ADDING MACHINES 


DAYTON 9, OHIO 
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AUDITORIALLY SPEAKING 


NE of the continuing subjects of discussion in the field of internal 

auditing is the auditor’s position in the creation of methods and 
procedures of doing work in the departments which have been under 
his review. It is unquestioned that the auditor has the responsibility 
of bringing to authoritative attention those instances where policies, 
methods, and procedures are defective, and where they can be improved. 
Opinion differs as to whether or not the auditor should develop the 
cure to give strength and economy to the system or method under 
review. Because of his activities and the experience he gains in pursu- 
ing them, the auditor undoubtedly has knowledge useful in developing 
proper policies, procedures, and methods. This knowledge can be used 
to guide a proper cure, and to evaluate the soundness in economy and 
control of the method or procedure that is ultimately developed. 


Should the auditor go farther? If he were to develop the details 
and procedures of doing work, he might well be considered to have 
usurped the policy-making authority of the organization under review. 
Very significantly, there is a major objection to the actual development 
of methods and procedures by the auditor in that the objectivity of his 
conclusions in making reviews may be jeopardized. If the procedures 
or methods are ineffective because of inherent weaknesses in their 
structure, or because of defects in departmental administration, the 
auditor might hesitate about being critical of an operation which is 
performed according to methods developed by him. 


—A, E. Harp 
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THE PRESIDENT’S PAGE 


T the time of writing this page, the year 1949 has just begun. No 

one knows for certain what the coming months will bring, but it 
would be a foolish businessman who gives no thought to the probabili- 
ties. I seek to be no prophet of impending disaster, but I do see troubles 
ahead. 


In some industries the volume of sales is dropping; within some 
industries individual companies are losing ground as competition and 
production grow. These are an indication of over-production or change 
in demand, and they are to be expected in a normal economy. More 
disquieting to me is the continuance of controls and artificial support 
of prices, and the talk of more of the same. There is every evidence 
that the need for such has passed, which means an adjustment will be 
inevitable at some time. If such adjustment takes place gradually, 
subject only to the normal factors of supply and demand, I think we 
have little to fear. The economy of this continent is basically sound. 
If, however, controls and support of prices are continued too long, the 
inevitable re-alignment of values will be drastic and harmful. 


Members of the internal auditing profession must be prepared 
for this. We are not fair-weather workers. Our job is to be of service 
to management in good times and bad, especially the latter. Internal 
auditors can point out where the house can be kept in order, to with- 
stand any troubles that may come. 


As we return to competitive conditions, necessitating greater 
economies and a drive for reduced costs of production, any department 
of a business may feel the effects. Let me warn internal auditors, 
therefore, not to remain satisfied with their established programs, 
but to show management that the internal auditor is even more neces- 
sary under such changing conditions. The internal auditor must, and 
can, point out inefficiencies, out-worn methods and systems, wastage of 
men and materials, and can keep the door closed to losses through error 
and fraud. 


If and when conditions change, the internal auditor must not 
merely keep up with them; he should be ahead of them. He should 
demonstrate that he is a necessary instrument of management at all 
times and under all conditions. 





A. J. E. C. 











One Method 
For All Accounting 


Modern accounting methods should do more 
than provide debit and credit entries. To be effec- 
tive, they must be sufficiently flexible to meet an 
infinite variety of exacting demands. 

IBM Accounting fulfills this requirement by 
supplying modern business and industry with 
management control reports through automatic 
and efficient performance of every accounting 
function. Their inherent flexibility permits timely 
preparation of accurate, clearly-presented reports 
and analyses of any nature. 

These benefits and many others are available 
from individual installations of IBM equipment 
or through the facilities of IBM Service Bureaus. 

The Bureaus, con- 
veniently located in 
principal cities, skill- 
fully and rapidly pre- 
pare accounting and 
statistical work to meet 
any requirements. 





























ELECTRIC PUNCHED CARD ACCOUNTING MACHINES 
PROOF MACHINES ... SERVICE BUREAUS ... ELECTRIC TYPEWRITERS... 


TIME RECORDERS AND ELECTRIC TIME SYSTEMS 


International Business Machines Corporation, World Headquarters Bidg., 590 Madison Ave., N.Y. 22,N.Y. 








INTERNAL AUDITING WITH 
RELATIONSHIP TO OFFICE MACHINES” 


By WM. E. SEXTON 
CONTINENTAL OIL COMPANY, PONCA CITY, OKLAHOMA 





Mz. Sexton is Office Methods Supervisor for Continental Oil Com- 
pany. He graduated from Southeastern Teachers College, Durant, Okla- 
homa, and received a B.S. degree in Commerce and Marketing at Okla- 
homa A & M College, Stillwater, Oklahoma. He did accounting and 
auditing work for Southwestern Bell Telephone Company before joining 
Continental Oil Company in 1924. During his service with Continental 
he has held various positions in the Treasury, General Auditing, and 
Controller’s Departments. He is the author of several articles recently 
published qn disbursement auditing and form control. 











URING the past decade, internal auditing practices and methods, 
as well as accounting procedures, have not kept pace with the 
manufacturers of various types of machines. 

It has been said that the office is twenty years behind the factory! 
This can be traced in part to the readiness with which the factory 
embraced the machine as an instrument to smoother, faster, and more 
economical operation. Too often, perhaps, we in the office are reluctant 
to trust the machine, preferring to rely on “good old John.” Actually 
the machine may be a great deal faster and more accurate than “John.” 

During the war it was difficult to obtain efficient clerical help. 
The quality of workers declined, and naturally the quantity of work 
diminished. How about the machine? The few machines manu- 
factured during the war were in most cases just as good, just as efficient, 
and just as fast as ever. 

Rapid strides are being made in machine accounting. Internal 
auditors must be conversant with problems that confront business in 
its attempt to convert certain operations to machines and to maintain 
efficient operations after machines are installed. 

Because of the accelerated trend toward applying more machines 
to accounting, there must be a changing concept in internal auditing 
thinking. 


From time to time it is advisable to review the scope of activities, 





*Paper given at a meeting of the Tulsa Chapter. 
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LET nis Fut lhinker” 


SAVE MONEY FOR YOU 


Another important reason 


for the speed and flexibility 


of Underwood Sundstrand 





Accounting M achines 





You’re looking at the control plate of 
the Underwood Sundstrand Account- 
ing Machine. 

This little device controls the ma- 
chine set up . . . does virtually all the 
“thinking.” When posting Accounts 
Receivable, it tells the machine to 
add charges, subtract credits, when 
to print a Debit or a Credit Balance 
and, sales-to-date figures if necessary. 

As a result, operators are relieved 
of many tasks. They simply insert the 
forms in the Front-feed Carriage, 
enter the figures on the 10-key key- 
board, and touch a motor bar. 

From there, the control plate takes 
over... enables the machine to com- 
plete the work automatically. 

Want to change to Accounts Pay- 
able or Payroll? Just insert a different 
control plate ... merely a matter of 
seconds. Thus with Underwood 
Sundstrand, you get peat economy, 
and outstanding flexibility. 

You get controlled accuracy, too. 
Printed evidence of accuracy is auto- 














Simplicity in Aligning Forms. Operators in 
sert forms directly to the writing posi 
tion in one fast, easy motion. 


matically furnished, on either a proof 
tape or an audit sheet, the instant 
each posting is completed. 

Find out the other reasons why 
Underwood Sundstrand Accountin 
Machines will save you time wat 
money.Call your nearest Underwood 
representative for a complete demon- 
stration today. 


5 
SANS 
UNDERWOOD 


Nor ew™ 
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Underwood Corporation 


. . Adding Machines .. . 

- « Carbon Paper . . . Ribbons and 
other Supplies 

One Park Avenue New York 16, N. Y. 


Underwood Limited 
135 Victoria St., Toronto 1, Canada 


Accounting Machines . 
Typewriters . 


Sales and Service Everywhere 
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the variations from set patterns, and the degree of completeness in 
auditing programs. A factor that directly affects the cost of internal 
auditing is the efficiency brought about by improvements. If pro- 

& cedures are improved through machine use, then control is extended, 
accounting efficiency is improved, and costs are reduced. 

In the course of an audit the internal auditor is expected to judge 
the operating efficiency of the office, giving proper attention to the 
following factors: 

Physical considerations, such as floor space and layout. 
Routine of work and sequence of operations. 

Production records, by individuals, units and departments. 
Reports, correspondence, and files to show adequacy, correct- 
ness and status of work. 

Personnel to check related work, division of work and training 
of employees. 


oP Py 


Or 


Each of the above factors is related directly or indirectly to machine 
work or the lack of it. 


TYPES OF OFFICE MACHINES 


In order that we may keep in mind the broad scope of machine 
applications to office work, I shall enumerate the major types of office 
machines: 


: 1. Classifying and distributing 


a. Manual sorting and selecting devices 
b. Punched card systems 


to 


Writing and reproducing 

a. Manuscript manifolding systems 

b. Typewriting machines 

c. Dictating and stenographic machines 

d. Check-writing, endorsing, and signing machines 
Duplicating and reproducing processes 

f. Addressing machines 

g. Numbering, dating, receipting, and canceling devices 

3. Adding and subtracting 
a. Nonlisting machines 
b. Listing machines, single and multiple register 
c. Registering machines 

. Multiplying and dividing (calculating) 

5. Mail-handling and sealing 

a. Postage meter and stamping machines 

b. Envelope opening machines 
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James B. Parker Cuartes J, GHESQUIERE 
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c. Envelope sealing machines 

d. Folding and filling machines 
6. Intercommunicating systems 

a. Telephone systems 

b. Telewriting systems 

c. Conveying systems 

d. Signal and paging systems 
7. Time and quantity recording 
8. Miscellaneous 

a. Coin handling machines 

b. Paper handling machines 


WHEN TO USE OFFICE MACHINES 


The primary function of office machine use is to provide smoother, 
faster, and more economical work. Smoother—because machines enable 
an organization to operate with more level employment and because 
they reduce the necessity for some detailed supervision. Faster— 
because machines produce results quicker, improve delivery time and 
turn-over of products and speed up accounting reports. More Eco- 
nomical—because machines reduce costs in labor, material and over- 
head. Machines do not need benefits for sickness, hospitalization, 
accidents, maternity, vacation, life insurance, pension, and jury duty; 
they do not have an interest in unions, guaranteed annual wages, 
seniority, and merit rating. 

It has often been said that the human element cannot be over- 
looked in business; but its effect can certainly be minimized by the 
effective use of the right machines. 

Machine applications bring forth interesting cost comparisons. 
Suppose a machine application could be made to eliminate the employ- 
ing of an additional clerk. We'll say the machine costs $1,500. That's 
too much money someone says! But is it? The machine has a useful 
life of ten years. In the same length of time a $200 per month clerk 
would cost $24,000 plus personnel overhead. So, the machine is a 
bargain. 

On the subject of machine applications, I shall quote from the 
Business Methods Program prepared by the Bureau of Budget. Shown 
under “Check List of Criteria Governing Machine Application” are 
these circumstances under which machines should be used or can be 
justified. 

1. Whenever a machine will save labor. 


2. When it is important to save time. 
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The Internal Auditor 


When it is of special value to improve accuracy. 
When it is essential to eliminate drudgery or distasteful work. 
When it will perform necessary operations impractical by hand 


methods. 


INTERNAL AUDITORS SHOULD KNOW 
OFFICE MACHINES 


A valuable adjunct to on-the-job training of an internal auditor 
would be a short course in office-machine fundamentals and short cuts. 
A knowledge of what a machine will do should provide a fertile field 
for improvement in office efficiency. A few examples will illustrate: 

z, 


Journals of proof sheets can often be obtained as a carbon copy 
of the original document. 


Tabulating cards are sometimes used only for current informa- 
tion when valuable comparative reports could be prepared with 
a small amount of additional machine time. Comparative 
reports may be prepared with other records or with the same 
records for a previous period without the cutting of additional 
cards. 


Voucher jackets may be prepared from tabulating cards that 
are already available. 

In some instances, machine use is uneconomical as compared 
with manual methods. Such a situation may tie up machines 
and slow down the schedule. 

Internal control may be improved by the use of machines, as 
machine specialization usually results in a greater segregation 
of duties between types of work and sometimes between offices. 
Many controls brought about by machine use aid internal 
auditors in their work. Controls are built into such machines 
as cash registers, check-writing and signing machines, postage 
meters, time recording machines, numbering, dating, receipt- 
ing, and canceling devices, and punched card machines. Such 
controls aid the internal auditor in verifying conditions, locat- 
ing unusual items, and obtaining details. An internal auditor 
should not rely too much upon the machine accumulation and 
segregation of money values, however, as the best systems and 
controls are subject to manipulation. Machines merely aid 
the internal auditor in his work; they do not do his work for 
him. 


For a moment let us consider a thought on training, apart from 
internal auditing, but practicable for obtaining increased office efficiency. 





@ 
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Our Company has approximately 200 rotary calculating machines in 
the general office. These machines are used by more than 325 
employees. Practically all of these persons have learned to operate a 
calculator in an office from information furnished by a fellow employee. 
It is difficult to estimate the number of operators who do not use the best 
methods in completing their calculating work. It is also difficult to 
imagine that all of these employees are familiar with the short cuts 
that apply to their work. This knowledge would necessarily include 
the full use of all the old and new features that are embodied in the 
present-day machines. 


At the present time we have under consideration a plan whereby 
the services of a proficient calculating machine company representative 
may be obtained to give a brief refresher course to all calculating 
machine operators. This training would be given to groups of ten or 
twelve employees and would cover basic principles, short cuts, and 
individual instruction on specific work when desired. Such a program 
may disclose economical applications for fully automatic calculators on 
jobs where they are not now being used. Much of our calculating work 
is done immediately preceding or following the accounting closing 
dates, and time savings at this point would be especially valuable. 
Percentagewise it is possible to obtain large savings by utilizing avail- 
able machine features and short cuts. Since it is anticipated that there 
will be no out-of-pocket expense involved in the training program, any 
gross savings would be net savings. I believe the possibilities for 
increased efficiency are great. 


The internal auditor should also be conversant with the various 
machine controls and safeguards that should apply. An example or 
two here should suffice. 


1. Most of you will recall the story that went around when Time, 
Inc. installed the tabulating machines for handling renewals. An Iowa 
farmer was quite startled one morning to find several bags of mail 
on the ground next to his mail box. After opening the bags and count- 
ing his mail he discovered 11,282 renewal cards. Several faces were 
red when Time, Inc., opened their mail from this farmer who said, “I 
give up. Here is my six dollars.” 


2. I am familiar with an office where another amusing incident 
happened. A mail boy who was terminated decided he would lock 
down the postage meter control for spite. The supervisor was indeed 
surprised when he found $156 in three-cent stamps were stamped in 
the air, 








The Internal Auditor 


INTERNAL AUDITORS CAN ASSIST IN 
INSTALLATION OF MACHINES 


There are times when internal auditors are assigned to aid in 
large machine installations, and their assistance can be of inestimable 
value. A carefully prepared, detailed analysis of work may be essen- 
tial, one that starts from the beginning and goes as far as desirable. 

So, in analyzing work, an auditor should start from the beginning 
and go as far as desirable. 

The internal auditor should be prepared to assist in formulating 
such analysis work sheets as departmental and individual task lists, 
machine utilization charts, work distribution charts, work load analyses, 
process charts, and procedure flow charts. He should be able to judge 
the value and weigh the advantages of standardization and centraliza- 
tion, both of which are worthy of study and possibly executive con- 
sideration. 

The internal auditor should be able to evaluate various tests that 
are made preparatory to machine installation, aid in planning for train- 
ing, and recommend changeover procedure. In other words, he should 
know the Who, Why, What, When, Where, and How of office pro- 
cedures in order to recommend and assist in machine installations 
properly. 


SUPERVISION OF MACHINE USE IS ESSENTIAL 


It is desirable that the internal auditor have a knowledge of the 
fundamentals of supervision of machine rooms in order to check the 
supervisor's job of co-ordinating machines, people, and jobs. 

Three classifications of machine-room supervisors are recognized 
by one machine manufacturer. The class one supervisor, who evalu- 
ates, plans, and executes, makes up approximately 10 per cent of the 
total. This type supervisor studies operators’ time, source document 
statistics, reports produced, machine time, and errors. He uses these 
facts to evaluate the operators and operations. The class two supervisor 
executes and spends some of his time on planning. The class three 
supervisor merely executes in that he carries out orders and spends all 
of his time pushing work. A good operating manual is a “must,” and 
quite often it is desirable for the supervisor to prepare flow charts, work 
control schedules, and machine load charts. Some of these aids are 
essential in order that the supervisor may have adequate control of his 
operations. One factor often overlooked is the value of putting the 
plans on paper. It is said an idea is not an idea until it is on paper: 
likewise a plan is not a plan until it is on paper. 
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Records of production are often desirable in order to check the 
production of individuals and units as well as to make comparisons in 
he training of new employees. These records can take the form of 
measurements of work by use of item counts obtained by physically 
counting, numbering, measuring, or weighing, or by cyclometers. In 
certain instances some value can be obtained by recording and report- 
ing efficiency factors, i.e., production and error tabulations. On some 
occasions this reporting can result in effective corrective measures if 
made to the proper supervisor. Here is another place where a plan 
on paper may help to effect better results. 


EFFICIENT MACHINE USE CONTRIBUTES TO 
EFFECTIVE OFFICE WORK 


Internal auditors with a good knowledge of machine use can do 
a good job of checking machine efficiency. There are many machine 
short cuts and many methods of obtaining by-products of original work 
that assist in promoting efficiency. The following examples will serve 
to illustrate the point: 

1. Recently a representative of a machine manufacturer dis- 
covered that four operators were not using a fixed decimal in doing 
a large volume of calculations. He estimated a 20 per cent saving in 
this type of calculation after the operators were informed of the pre- 
ferred method. 


2. Considerable time has been saved in prelisting accounts payable 


amounts and discounts by using a thirteen column adding machine 
with which simultaneous listing may be done by turning through the 
items only once. 


3. Another example of time saving is the use of machines with a 
split and normal dial clearance. Wherever a breakdown of 100 per 
cent is necessary either on a dollar or percentage basis, proper use of 
the available features on the machine will save approximately one 
third of the time of these calculations. During account closing periods 
time saving is especially valuable. With this method, the operator has 
positive proof of using the correct entry for the multiplier; and the 
percentage will add to exactly 100 per cent without adjustment of a 
terminating figure. 

4. In our Company, we recently designed a combination schedule 
of surrendered leaseholds using a transparent sheet and Ozalid repro- 
duction. This statement is partially completed on a monthly basis by 
the Land Department. The first section is run for their monthly state- 
ment, and the original transparent sheet is forwarded to the Tax Divi- 











20 The Internal Auditor 


sion. The various tax entries are then entered, and a second run made 
for supporting income tax schedules. The original transparent sheets 
are then forwarded to the Federal income tax auditors. After entering 
the adjustment figures, the third run is made to prepare a finished state- 
ment for the Internal Revenue Department and our Company. 





EQUIPMENT CHECK LISTS ARE SERVICEABLE AIDS 
IN SURVEYS 


In presenting a check list for use of internal auditors, I could do 
no better than quote from a new book entitled “Technique of Systems 
and Procedures” by H. John Ross, published by the Office Research 
Institute, Inc.: 


“EQUIPMENT CHECK ListT’’* 


1. Is volume of work sufficient to justify the development of 

highly specialized equipment or machines? 

Can special machines or equipment be utilized that do more 

than one operation at a time? 

3. Can a magazine feed be used for form, carbon paper, or paper 
fasteners? 

4. Is the equipment appropriate for the job? 

5. Are other fixtures available that can be adapted to the job at 


to 


hand? q 

6. Is the design of the fixture correct? 

7. Can ejectors be installed? 

8. Are all personnel doing the same job provided with the same 
equipment? 

9. Does the use of the equipment require much reaching, and 
could the distance reached be lessened by a better setup? 

10. Will electrically driven equipment save time over manually 
operated equipment? 

11. Can gathering and sorting aids be used? 

12. Should a machine replace hand methods? 

13. Are machines properly maintained by qualified maintenance 
men? 

14. Can any foot-operated devices be used, such as a foot-operated 
stapler? 

15. Is the type of typewriter suitable for the use to which it is put? 

16. Could any equipment be released for more effective use else 
where? 

17. Are machines operating at maximum capacity? 





*Quoted by permission of the Office Research Institute, Inc. 


Internal Auditing with Relationship to Office Machines 21 


18. Could a duplicating process or automatic typewriter be used 
more economically in place of a manual typewriter? 

19. Have all precautions been taken to prolong the useful life of 

® equipment? 

20. Are machines in need of repair? 

21. Is periodic inspection maintained on equipment? 

22. Are machines adjusted for proper speeds and feeds? 

23. Would purchase of better equipment be justified? 

24. Could a recording machine be used to save a stenographer’s 
time? 

25. Has proper safety equipment been provided? 

26. Can counters on machines be used to count work done in a 
subsequent operation? 

27. Is equipment painted from a functional standpoint? 


A BRIEF SUMMARY MAY BE ADVISABLE AND PROPER 


Because of the rapid strides in the use of office machines, it 
behooves the internal auditor to keep in step with this program. 

The assorted types of available machines must be kept in mind 
in order to recommend applications to particular operations. Machines 
are smoother, faster, and more economical. 

Internal auditors can profit by a short course of training in 

Q@oachines and machine use. 

The internal auditor should be capable of assisting in the planning 
and installation of machines. He should check for proper supervision 
of machine rooms. 

There is no formula for determining when the cost of an office 
machine is justified. The answer is in a careful analysis of the work 
to be done, and satisfactory results may be obtained if a proper survey 
is made. 

In the final analysis, an internal auditor pays his way with satis- 
factory results. Results must satisfy the working force, the line super- 
visors, and the top management staff. Satisfaction to the line super- 
visor does not necessarily mean the auditor should surrender numerous 
points in his program of proposals. Rather, it means creating a con- 
viction in the mind of the supervisor that the prescribed treatment is 
necessary and advisable. An internal auditor may be considered to 
be on the road to success if he consistently makes a thorough and objec- 
tive diagnosis and prescribes a satisfactory corrective treatment for his 
problems. 
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editor of “Internal Auditing: A New Management Technique.” Con- 
sidered an authority on top management organization and control, Mr. 
Thurston is currently working with the Air Force in the development 
of their control program. 











HE problems of administrative control are receiving the increasing 

attention of top management. This is as true of the armed services 
and other Agencies of the Federal Government as it is of private busi- 
ness enterprises. 

While now receiving attention, there is probably no phase of man- 
agement less understood than administrative control. Very little has 
been written about it and even less done about it. What has been writ- 
ten is largely theoretical, discussing basic principles, but not explaining 
practical means for putting theory into practice. 

The most advanced and successful applications of the principles of 
administrative control have been those achieved through the medium of 
the control unit. The control unit principle has been adopted and suc- 
cessfully applied by a limited number of industrial enterprises and by 
the Federal Government and the Armed Forces. Wherever it has been 
applied, it has proved outstandingly successful. 


*Paper given at a meeting of the Milwaukee Chapter. 
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Basically, the control unit is a top staff agency, reporting to the 
chief executive, to which the latter has delegated the responsibility for 
establishing and maintaining control over and coordination of all phases 
of operations. 


There appears to exist in the minds of many business executives 
a great confusion as to the proper inter-relationship of line and staff 
organizations. Many men in positions of line authority have the mis- 
taken notion that they are responsible only to their immediate superior, 
and that any visitation or monitoring by staff agencies is in derogation 
of their authority and responsibility and, conseqently, unwarranted and 
unnecessary interference. Nothing could be further from the truth. 


Mooney and Reiley in their book “Onward Industry,” state that: 
“It is essential to the very idea and concept of organization that there 
must be a process, formal in character, through which the coordinating 
authority operates from the top throughout the entire structure of the 
organized body.” Staff agencies, including the control unit, are a 
principal means for carrying out this process in a formal manner. 


Sound organization does not require that all matters be handled 
only through line executives. L. Urwick, in his book “The Elements 
of Administration” states: “Provided authority is recognized and no 
attempt is made to evade or to supersede it, there is ample room for 
avoiding . . . the childish practice of going upstairs one step at a time 
or running up one ladder and down another when there is nothing to 
prevent a direct approach . . .” This direct approach from top to lower 
level or vice versa, and from one line across to another, can be logically 
accomplished, in many instances, through the control unit and other 
staff agencies. 


There are a number of important control media. Over the years, 
accounting has come to be thought of by many as one of the most 
important. Henri Fayol was a brilliantly successful French industrial- 
ist, whose writings on administration are classics in business literature. 
Fayol’s concept of control coincides with the most modern. He separ- 
ated control from accounting altogether, although he treated accounting 
as one of the six essential business operations. Urwick, an authority 
on management, points out that the duty of accounting is to provide 
figures, not to control. 

In other words, rather than being the sole or most important con- 
trol medium, recognized authorities say that accounting is not a control 
function at all. Whether we agree or disagree, it is important to recog- 
nize that there are a number of media which must be employed by 
management to achieve and maintain real and effective administrative 
control. 
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Internal Auditing is, of course, one of the most important of these. 
Other control media include: Economic, Marketing and Management 
Research; Methods Engineering (itself a research function); Planning; 
Organization; Policies; Forecasting; Budgeting; Statistics; Manuals; 
Reports; Suggestion Plans; Individual and Group Incentive Plans; and 
others. 


Internal Auditing is closely related to the other control media. 
In fact, this relationship is such that other control media cannot be 
fully effective without internal auditing, in important instances. Take 
budgeting, for example. This is how Internal Auditing rounds out 
and completes that important control activity: 


First—the Internal Auditor is responsible for seeing that his com- 
pany has a modern and effective system of budgetary control—not 
just something called a budget. 


Second—the Internal Auditor should verify the accuracy and 
adequacy of the budgetary standards. Standards should be checked 
for correctness of mathematical computation, and steps should be 
taken to see that both influence factors and standards have been 
arrived at on a logical and plausible basis. 


Third—the Internal Auditor should verify the accuracy of the 
figures recorded as actual results for comparison with the budget 
estimates. He should ascertain that each organizational unit is 
receiving its fair share of pro-rated expenses and that no depart- 
ment is favored at the expense of another. 

Fourth, and this is perhaps the most critical of all—the Internal 
Auditor should verify the accuracy of the explanations offered for 
variances, and that action has been taken to correct the causes. 
Lack of such a follow-up has been a major cause of budgetary 
failures in many companies. Unless there is an objective staff- 
agency follow-up, such as that available through Internal Auditing, 
budgetary control will not be fully successful. 


It is important to note that, in speaking of Internal Auditing here, 
we are referring to Internal Auditing as modernly conceived and prac- 
ticed by progressive companies. In such companies, Internal Auditing 
is used as a control technique to protect top management by ascertain- 
ing: 

1. That established plans, policies, and procedures are, first, being 

carried out, and second, executed efficiently and effectively. 


to 


That all controls—managerial as well as accounting—are func- 
tioning properly. 
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3. That financial statements and statistical and other reports are 
accurate and complete. 


4. That company assets are safeguarded and properly used. 


5. That management is informed of all important facts. 


The Internal Auditor rounds out and completes the following 
important control media in the manner indicated: 


ORGANIZATION STRUCTURE 


Organization structure is one of the most important foundations 
of efficient and effective operations. One of the greatest control prob- 
lems in a company of any size is to maintain the structure as estab- 
lished by management. There is a continuous pressure to add new 
positions, shift authority, responsibility, and duties, and otherwise alter 
the approved structure and assigned duties. The Internal Auditor acts 
to verify the maintenance of the structure by reference to both position 
and function organization charts. 


PERSONNEL 


The personnel department in most companies does a fine job in 
the selection and training of men. However, in many cases, the per- 
sonnel department’s job is finished when a new employee is trained 
and placed. At that point, it is usually a department head, a manager, 
or a supervisor who becomes responsible for continuing the education of 
the employee, and for seeing that the employee performs efficiently 
and for seeing that his capabilities are fully realized. If this is done, 
employee and company both benefit to the maximum extent. However, 
for one reason or another, talented employees often get stymied in jobs 
too small for them, and other employees get placed in jobs for which 
they are not properly equipped, though they can admirably discharge 
other functions elsewhere in the company. It is one of the Internal 
Auditor’s major functions to disclose to management such personnel 
situations which he observes. 


LAYOUT 


The layout of an office, storeroom, or shop can make a significant 
difference in costs and results. Unless continually watched, layouts 
frequently are changed to suit individual tastes, or to meet new condi- 
tions, without proper study by layout experts. The Internal Auditor 
should verify the propriety of layouts by reference to established lay- 
out charts, or take other steps to assure management that layouts are 
proper. 
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METHODS AND PROCEDURES 


In his examination of accounting and other memoranda and 
records, the Internal Auditor verifies that the established methods and 
procedures relating thereto are followed. In addition, there are many 
other important methods and procedures not a part of, or reflected in, 
such records. In an airline, for example, in the servicing of the air- 
planes on the ground, the handling of food and gas trucks, the emplan- 
ing and deplaning of passengers and the like, careless handling of 
ground equipment can cost an airline tens of thousands of dollars a 
year, not only in direct damage, but also in lost revenue while aircraft 
are being repaired. These mishandlings should be observed and atten- 
tion called to faulty conditions and to opportunities for improvements. 


EQUIPMENT AND OTHER PHYSICAL FACILITIES 


The physical appearance of public offices, show rooms, and the like, 
affect customer good-will. Condition of work stations and workers’ 
quarters affect employee morale. The proper care of equipment is a 
significant element in saving maintenance costs and reducing the 
expense of delays for repairs. Through observation, the Internal Audi- 
tor can help to assure management that all of these are maintained at 
the proper level. 


MANUALS 


Manuals constitute one of the most effective yardsticks against 
which the Internal Auditor can measure results. Well-managed com- 
panies have organization manuals, policy manuals, form manuals, 
methods-and-procedures manuals, equipment manuals, layout manuals, 
personnel or industrial relations manuals, and so on. The effectiveness 
of manuals depends on the attention given them by company employees. 
It is extremely important that manuals be followed precisely, since they 
define the methods for carrying out the company’s plans, policies, and 
procedures, and establish the principal means of control in many signifi- 
cant areas. Deviations, if material, may adversely affect important 
results. Therefore, the Internal Auditor should assure management 
of proper distribution and maintenance of manuals, and of compliance 
with the approved plans, policies, and procedures as set forth therein. 


FORMS 


More money is thrown away in improper and needless forms than 
most companies realize. The Internal Auditor should verify the propri- 
ety of forms in use by reference to the company form chart or manual 
and establish (1) that forms are properly used, (2) that no unauthor- 
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ized forms have been introduced, and (3) that needs for new forms 
have been met. 


THE INTERNAL AUDITOR 


Often the question is asked what qualifications the Internal Auditor 
has for this assignment. They are as follows: In the first place, his 
contact with employees performing the same or similar jobs in the 
other offices or departments of the company gives him a standard of 
comparison. Secondly, through rotation of auditors, that is, by having 
a different man perform each successive survey of a given department, 
office or function, one auditor checks the opinion of another. Thirdly, 
the Auditor is expected only to spot and call attention to extreme cases, 
and this he is qualified to do on the basis of general business training 
and experience. 

The Internal Auditor is also responsible for calling attention to 
any failure to follow the established personnel policies of the company. 
Working with the industrial relations department, an industrial rela- 
tions audit can be devised to give the latter department the facts it 
requires. 


ACCOUNTING 

The Internal Auditor has an increasingly important role in the 
verification of financial statements. This is a result of the material 
changes which have taken place in the duties of the certified public 
accountant during the last 15 years. The latter’s responsibilities and 
liabilities have increased substantially. A vast volume of new work 
has led him to seek new techniques and methods for establishing the 
accuracy of the financial statements which he is called upon to certify. 
In this process, he has turned to Internal Auditing as a logical solution 
to many of his problems. 

There are many instances where the increased burdens and stricter 
accountability of the public accountant have resulted in the broadening 
of over-all audit requirements to such an extent that they could not 
be met by former audit methods, except at exorbitant costs to client 
companies. Under such circumstances, recognizing that his own best 
interests and the best interests of his client will be served by the inaug- 
uration of Internal Auditing, the certified public accountant has encour- 
aged the establishment of company auditing departments. 

This encouragement from the certified public accountant is there- 
fore logical. Where a company has a properly organized and manned 
auditing staff, the certified public accountant is freed from much detail 
and enabled to employ his talents and varied experience for a broader 
analysis of financial statements and to the general problems relating 
thereto. 
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It is important to recognize that management is primarily respon- 
sible for the financial statements it issues, not the certified public 
accountant. The Securities and Exchange Commission has stated, in 
the Interstate Hosiery Mills case, “The fundamental and primary 
responsibility for the accuracy of information filed with the Commis- 
sion and disseminated among investors rests upon management. Man- 
agement does not discharge its obligations in this respect by the employ- 
ment of independent public accountants, however responsible. Public 
accountants’ certificates are required, not as a substitute for manage- 
ment’s accounting of its stewardship, but as a check upon that account- 
ing.” 

Internal Auditing is the staff agency upon which top management 
relies heavily in discharging this onerous responsibility. 

Since he is responsible for surveying all departments and opera- 
tions of the company, the Internal Auditor is in a position to perform 
another important service to management. During the course of such 
surveys, many important facts are disclosed which management should 
know. In most instances, facts are supplied through line organization 
—properly so. But there are also a great many occasions where impor- 
tant facts either never reach the proper executives or reach them so 
distorted as to be of little or no value. It is the Internal Auditor’s job 
to see that these occasions are reduced to a minimum, and that manage- 
ment is supplied in a straightforward and unbiased manner with facts 
it should have to perform the duties of its offices satisfactorily. 


SUMMARY 


In conclusion, Internal Auditing is one of the most effective apprai- 
sal techniques yet developed. It is the modern control technique for 
providing top management with many important facts it would not 
otherwise have for insuring adherence to budgetary and other stan- 
dards; for assuring compliance with company policies; for assuring the 
observance of laws, regulations, and contract terms by officers and other 
executives; for calling attention to the inadequacy of various types of 
physical property and to the lack of propriety in their use; for weeding 
out incompetent personnel and for high-lighting talent; and for round- 
ing out and completing the function of other control media by seeing 
that plans, policies, and procedures, once established, are maintained. 

While rapid strides have been made in the last few years in 
developing Internal Auditing as an effective medium of control, the 
Internal Auditor today is still faced with the serious challenge of deter- 
mining and establishing the ways and means of integrating Internal 
Auditing with the other media of administrative control. 
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HE audit of Accounts Payable and Disbursements is primarily 
concerned with determining that a proper value has been realized 
in exchange for all payments of Accounts Payable, and that all Accounts 
Payable transactions are promptly and accurately recorded in the 
accounting records. 
In the establishment of the internal audit program, due attention 
should be given to: 
Scope of the Audit Program 
Evaluation of Internal Check and Control 
Pre-Audit Program 
Post-Audit Program 


PP 


This may be considered as the planning phase of the program for an 
ensuing period of time, usually for a calendar or fiscal year. The effec- 
tiveness of the “internal” and the “external” audit program may be 
enhanced if this phase is developed in conjunction with the public 
accounting firm which is retained by the organization. 


SCOPE OF THE AUDIT PROGRAM 


The term Accounts Payable, as used herein, includes trade 
Accounts Payable, nontrade Accounts Payable and accounts due affili- 
ates. It does not include notes payable, accrued liabilities and deferred 
revenues. 

Trade accounts payable would consist primarily of those liabili- 
ties, or debts and obligations, created through the purchase of assets, 
inventories and supplies from outside suppliers. Nontrade accounts 


*Paper given at a meeting of the Dayton Chapter. 
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payable would include virtually all other unpaid bills and invoices, 
such as freight bills, utility bills, repair bills, advertising invoices, 
statements for legal, medical and other professional services, etc. 


The audit of Accounts Payable involves both the purchasing and 
the receiving functions. While these functions are also interlocked 
with Assets, Inventories and Expense, it is considered desirable to 
include the purchasing and receiving processes in the Internal Audit 
Program for Accounts Payable. On the other hand, Disbursements are 
generally covered in detail under the Internal Audit Program for Cash 
and, in view of this, the Accounts Payable Audit Program would include 
Disbursements only to the extent of those procedures leading to the 
payment of Accounts Payable. 


EVALUATION OF INTERNAL CHECK AND CONTROL 


The internal auditor will be generally familiar with the system of 
internal check and control in force. A review of the system and pro- 
cedures should be made periodically, not only for planning the Internal 
Audit Program but also to see whether it provides for the maximum 
efficiency and utility from the standpoint of information, protection 
and control. Particular attention should be given in the appraisal as 
to where error or manipulation might occur. As to whether the 
Accounts or Voucher Payable System shall be used, is dependent for 
the most part on the particular situation, and that is usually deter- 
mined by the financial officers of the business after due consideration 
as to which system will provide the most reliable accounting control 
over the accounts payable. While appraisal of the system of internal 
check and control should also be a part of the regular audit program, 
there are certain basic aspects which should be considered in the general 
review. The appraisal should include, in a broad sense, the procedures, 
forms and controls relating to: 


1. The purchase and receipt of goods and services, 
2. The acceptance, verification, and recording of purchase invoices 
and other Accounts Payable claims, 
3. The handling of trade and cash discounts, 
The handling of purchase returns, 
The preparation for payment, and 
6. The accounting control over Accounts Payable and Disburse- 
ments. 


The personnel and the divisions of responsibility should also be 
carefully considered in the general appraisal. 
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PRE-AUDIT PROGRAM 


The extent to which it may be desirable for the internal auditor 
to review and check currently certain operating routines will depend 
upon the situation. In the instance of new activities, for example, 
it may be desirable to employ all available facilities for controlling 
the activity until it is firmly established in the routine procedures. 

Although the performance of certain pre-audit work may be desir- 
able, care should be taken to see that it does not result in a routine 
or mechanical checking job only. The danger in a dual assignment of 
checking and pre-auditing is that the primary objectives of internal 
auditing may become minimized or lost. 


POST-AUDIT PROGRAM 


The point at which a general obligation becomes a liability has 
not, in many instances, been clearly defined and is mainly governed 
by current practices and judgment. The chief difficulty in accounting 
for direct liabilities frequently lies in the ascertainment of their exist- 
ence rather than in the determination of their exact amounts. It is 
generally agreed, however, that all liabilities should be promptly and 
accurately recorded in the accounting records and within the accounting 
period. In addition to the examination of records, periodic tours of the 
plant and premises are recommended, for these observations may dis- 
close the existence of major items of equipment, inventory, plant addi- 
tions, plant repairs, etc., which involve outside suppliers but have not 
been recorded in the books. 


VERIFICATION OF BALANCES 


The verification of Accounts Payable balances will generally fol- 
low a similar pattern whether the Accounts Payable or vouchers-pay- 
able system is in force. A list of the unpaid vouchers, or a trial balance 
of the subsidiary creditor’s ledger, should be obtained or prepared, footed, 
and the total compared with the general ledger controlling account. 
If the trial balance has been prepared by the operating department, it 
should be checked. The open accounts on the ledger or in the voucher 
register should be compared with the schedule of Accounts Payable 
and the internal auditor should investigate the reason for nonpayment 
of any balances which do not represent specific and recent items. Ven- 
dor statements, where available, should be examined and reconciled 
to the accounts payable records. It may also be advisable to obtain 
a direct confirmation from any creditor whose account appears to be 
irregular in any respect. Aside from establishing the validity and 
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accuracy of recorded items, the checking of statements from creditors 
may also disclose liabilities which are not being properly considered 
in the accounting records. 


All past due accounts should be reviewed to determine the reason. 
They may be the result of disputes between debtor and creditor, con- 
cerning such things as discounts, returned goods, allowances, etc., and 
the internal auditor may find that the “follow-up” is lax. On the other 
hand, the internal auditor may find that notes have been given in 
settlement without recording the change in the status of the accounts. 


All debit balances of accounts payable should be investigated to 
determine the reason for them. Occasionally, debit balances are the 
result of incorrect postings, or they may represent items which are not 
strictly the result of liability reductions. On the other hand, they may 
apply against unrecorded or unpaid invoices. 


PURCHASING PROCEDURES 


Purchase contracts and agreements are usually executed by the 
Purchasing Department. Although the Purchasing Department should 
have the exclusive power to buy all equipment, inventories and sup- 
plies, determination of the need to buy should emanate from the oper- 
ating departments involved, and properly approved authorizations to 
buy should be contained in the files of the Purchasing Department. 
The internal auditor should examine the purchasing records and pro- 
cedures to the extent necessary to ascertain: (1) that purchase con- 
tracts and agreements are properly authorized, (2) that proper bids 
are received and orders placed in conformity with the policy of the 
company, (3) that there is an active and effective handling of open 
orders, (4) that changes to purchase contracts are properly controlled, 
and (5) that the purchasing routine is adequately correlated with 
the accounts payable routine. 

Other payables, principally of the nontrade classification, may 
originate under routines which are not as highly systematized as those 
of the Purchasing Department. Usually the authority to incur this 
type of obligation is governed by specific procedures and the internal 
auditor should ascertain that the policy of the company is being 
observed. 


RECEIVING PROCEDURES 


The receiving of materials from outside suppliers is usually han- 
dled by a Receiving Department, by means of a receiving report. An 
examination of the receiving records, along with an observation of the 
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receiving routines, should be made to ascertain if a proper control 
exists with respect to: 


1. Acknowledgment of receipt of shipment. Are shipments 
immediately inspected or is the acknowledgment qualified; are 
apparent losses and damages properly noted; are the proper 
reports of carriers’ loss and damage promptly issued to the 
accounting and claim departments? etc. 


to 


Determination of quantity and quality received. Is the deter- 
mination of the quantity independent of packing slips and 
purchase orders; is a proper inspection of the items made to 
determine conformity with the purchase specifications; are 
the proper reports of differences promptly issued to the pur- 
chasing and accounting departments? etc. 


5. Report of receipts. Is the system controlled; is the method 
adequate to insure a prompt and proper handling in the 
Accounts Payable routine; are the proper copies of receiving 
reports signed; are arrival notices and reports of transportation 
expense properly handled? etc. 


4. Protection of the materials received. Are the facilities ade- 
quate to protect the goods from damage or theft; are they 
promptly moved to the proper stockrooms or destination in the 
plant? etc. 

The receiving procedures are important in determining that proper 
value has been received in exchange for the cash disbursed therefor. 
The internal auditor is interested in seeing that the receiving routines 
are properly correlated with the Accounts Payable procedures. 

Purchase returns are usually handled by means of the regular 
shipping routine. The internal auditor should examine the system of 
handling these transactions to determine whether they are properly 
controlled and whether they are recorded immediately in the Accounts 
Payable records. 


ACCEPTANCE, VERIFICATION AND RECORDING 
OF INVOICES 


It is perhaps in connection with the payment of Accounts Payable 
that the internal auditor is most concerned with control, and to see 
whether the operations of all individuals participating in the Accounts 
Payable and Disbursement procedures are segregated so as to avoid 
error or manipulation. He is concerned not only to see that the 
Accounts Payable are properly recorded and scheduled for payment 
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but also that the accounting entries are made in accordance with the 
standard accounting practice. 

The routines governing the acceptance, verification and recording 
of purchase invoices and other Accounts Payable documents may be 
tested by means of a detailed examination of specific vouchers or vendor 
accounts. The selection of transactions, as well as the period, should 
be given due consideration. 


In the acceptance of invoices, it should be determined whether 
the system provides for an immediate recording, or otherwise satis- 
factory control, to avoid misplacing papers and temporarily overlooking 
the claim. The method of routing invoices to others for approval, and 
the “follow-up” on these invoices, should be reviewed to determine 
whether the system guards against loss of the documents as well as the 
loss of cash discounts. 

The examination of invoices primarily involves comparing them 
with authorized purchase contracts and the receiving reports, and seeing 
that proper authorizations are obtained for those items which are 
not covered by formal purchase contracts. In addition, due attention 
should be given to the reliability and effectiveness of the procedures 
covering: 

1. The mathematical accuracy of the invoice, 

2. The transportation terms of purchase and the checking of 
rates and extensions, 

5. Trade and cash discount terms of purchase, 

4. Federal and state taxes, 

5. The treatment of price and quantity variances, as well as pur- 

chase returns, and 

6. The accounting classification. 

With respect to accounting classification, the internal auditor is 
concerned to see that the item is properly classified as to type of liability 
and that the contra-debit is correctly determined. The accounting 
procedure for cash discounts should be reviewed to determine that it is 
consistent with the accounting policy of the business. 

The routine for the recording of invoices should be examined from 
the standpoint of accuracy and efficiency in the scheduling of payments. 
It is of course desirable that the formal record of Accounts Payable 
be established at the earliest possible moment and that recognition be 
given to all transactions applicable to the current period. 


PREPARATION FOR PAYMENT 


After having covered the routines for establishing a valid account 
or voucher payable, the internal auditor may next review the pro- 
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cedures leading to its payment. The objective at this point is to deter- 
mine whether the proper controls exist to insure that payments are 
made only against valid claims and in an efficient manner. Usually 
the system provides for the use of control accounts for both Accounts 
Payable and cash, with the responsibility for the authorization and the 
disbursement of the payment, as well as the recording thereof, being 
segregated and interlocked in such manner that the procedures are 
self-checking. In tracing items through these procedures, due attention 
should also be given to the controls which exist to avoid duplicate pay- 
ments, the making of payments, which, for reason, should be withheld, 
and the handling of counter-claim items. Further, the scheduling of 
payments should be reviewed to determine whether the system is effi- 
cient and will assure realizing the maximum amount of cash discounts. 
Although the methods by which a company endeavors to avoid error or 
manipulation may vary, the internal auditor should endeavor to ascer- 
tain whether the proper controls have been provided and whether they 
are being observed 


THE INTERNAL AUDITOR 


The human element in internal auditing is very important. It is 
highly important to get the right type of men who are not only 
technically competent but are also good judges of human nature. The 
type of man required to handle internal auditing adequately and 
effectively is not fully appreciated. The man should be a broader 
man, a better trained man than one who is merely a competent 
accountant. The internal auditor should be a diplomat, as well as an 
accountant or auditor. The problem of selling ideas and the difficulties 
encountered in reporting conditions frankly and without concern for 
reactions, favorably or unfavorably, make it necessary to have a man 
of broad training and experience. 

—E. L. Suea. 








THE AUDITOR AND THE PAYROLL 
SAVINGS PLAN“ 


NE of the heritages of war that will be with us for years and prob- 

ably generations is our national debt of one-quarter of a trillion 
dollars. That sum is so astronomical that even those of us who are 
accustomed to working in the multi-million figures of large corporations 
can have no comprehension of it. Yet it is there; it is money that all of 
us owe to all of us. Any one of us that has a bank account, or an insur- 
ance policy, has a share of it. 


During a war, the financing of the debt is comparatively easy. 
Patriotism is to the fore, and individuals are ready and generous in 
their response. The large part that can not be undertaken immediately 
by individuals is assumed by the country’s banks and other financial 
institutions. 


Now the high tide of patriotism of the war has ebbed and the 
appeal and the thinking of every person is bound to have more of the 
practical about it. That is natural and as we can expect in our profit- 
motive economy. On the management of our debt rests much that can 
affect each of us for good or bad. 


In May, there will be a drive for individual E-bond sales, under 
the payroll savings plan. As we come in contact with it, we should 
all remember the great advantages of placing as much of our national 
debt as possible in the hands of actual individuals. In doing all we 
can to help in this, we are being both patriotic and practical. 


Now let’s see some of these advantages: 


1. An employee who is an E-bond subscriber is a saver. He is 
building for his future—and, from a practical standpoint, he is getting 
a good rate of return on his savings. 


2. An employee who is a saver is a better employee. The fact 


of his backlog of savings makes him a capitalist in his own right. One 
thing that capitalists always like is more capital. The result is that 
he likes to keep on saving—his morale is better, he is less apt to look 
for another job. 


*This article was written by one of our members at the instance of the U. S. Savings 
Bond Division of the Treasury Department.—Eb. 
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3. The employee with a backlog of saving is easier in his mind. 
He is less prone to accident and absenteeism, as he can keep his mind 
on his job, and not on his debts. 


4. From the standpoint of every one of us, the dollar that goes 
into an E-bond is a dollar that will not be spent now—to make scarce 
goods even scarcer. 

The physical operation of the payroll savings plan is the phase 
of the work that we auditors see most of. The plan does mean more 
work for our payroll, cashier and auditing divisions. This extra work is 
so much with us that we may forget the greater implications and the 
important advantages that we have briefly outlined. In understanding 
and in supporting the payroll savings plan, we are doing a service to 
employees, to company and to country. 


WASHINGTON and LINCOLN 

Washington, though in some ways an even greater man than 
Lincoln, did not have Lincoln’s wonderful gift of expression—that 
gift which makes certain speeches of the rail-splitter from Illinois read 
like the inspired utterances of the great Hebrew seers and prophets. 
But he had all of Lincoln’s sound common sense, far-sightedness, and 
devotion to a lofty ideal. Like Lincoln he sought after the noblest 
objects, and like Lincoln he sought after them by thoroughly practical 
methods. These two greatest Americans can fairly be called the 
best among the great men of the world, and greatest among the good 
men of the world. Each showed in actual practice his capacity to 
secure under our system the priceless union of individual liberty with 
governmental strength. Each was as free from the vices of the tyrant 
as from the vices of the demagogue. 


— THeEoporeE RooseEveEtr. 








REPORT ON A SOUTHERN TRIP” 


By ARTHUR J. E. CHILD, President 
THE INSTITUTE OF INTERNAL AUDITORS, INC. 


N line with my previously-expressed desire to keep all of you 

informed, as much as possible, of the work of your national officers, 
I am sending you this account of my recent trip to Atlanta, Miami and 
Havana. 

This trip was undertaken at the suggestion of Brad Cadmus. At 
Atlanta and Havana there seemed to be good prospects for Chapters, 
needing only some special attention such as a visit from Brad or one 
of the national officers. At Miami, we have had a Chapter for some 
years, but none of us had been able to pay them a visit because of the 
distance and expense involved. I might point out that our INstrTuTE 
funds are limited, and therefore our Managing Director has to budget 
his traveling funds carefully. At present, far-distant points just cannot 
be visited by him. On this trip, my company paid the expenses, receiv- 
ing some slight compensation in that I devoted part of my time in Cuba 
to our own business. 

I left Toronto (in a snowstorm) by air on Wednesday evening, 8 
December, and spent the night in New York. The next morning I 
flew to Atlanta, arriving there about 1:30, where I was met at the 
airport by Tom Johnson and Mac McClung, our two Atlanta members. 

Although I was staying only until the late evening, Tom Johnson 
fixed me up with a nice room at the Atlanta Athletic Club. Then he 
and Mac took me sight-seeing around the city. The residential district 
of Atlanta is really wonderful. 

At 6:30 we had a small dinner of 10 persons, and continued on 
into the evening with an informal meeting on INstITUTE aims and 
affairs. As only three of us were members, there was much to be 
explained of what we are doing, the organization of our committees, 
and the activities of our Chapters. All present were keenly interested 
in the serious professional program that Tue INstiruTE has to offer. 
Most of them were not aware of the full extent of internal auditing as 
we know it. When the meeting broke up, everyone present was anxious 
to know more of the new concept of internal auditing, and in the pros- 
pect of forming a Chapter in Atlanta to make the most of Tue Instr- 
TUTE’s program. All of you have had the same experience, of course, 
that internal auditors everywhere welcome the chance to get together 
and talk shop. I am constantly being surprised by the energetic young 





*This is a condensed version of a report made to the Directors of Tue Instrrute.—Ep. 
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men that internal auditing seems to attract, although, of course, the 
very nature of the job requires men of initiative. 

Everyone at the Atlanta meeting pledged himself to work for the 
creation of a local Chapter, which means securing the necessary addi- 
tional members. So that there might be some organziation to their 
work, a provisional committee was elected, with Tom Johnson as presi- 
dent and Mac McClung as secretary. It is to be hoped that they will 
soon have a Chapter and be formally elected as Chapter officers. 


I left Atlanta about 10:30 p.m. and arrived at Miami at 12:30. 
The president of the Miami Chapter, Xandor Loos, met me and took 
me to his home, where I stayed for the two days of my visit. I cannot 
speak too highly of the hospitality of Mr. and Mrs. Loos. 


I participated in a luncheon at the Columbus Hotel with the senior 
members of the Miami Chapter—Xandor Loos, Jim Trahey, Ralph 
Ayres, Elmer Radloff and Herman Osteen. We had a good session, 
because the boys got off their chest a lot of things that had been bother- 
ing them. I was able to provide up-to-the-minute information, and 
to impart Tue INstITUTE viewpoint on various items. For instance, 
I was able to reassure them that there is no thought of curtailing Chap- 
ter funds, but only of making the best use of obvious surpluses. We 
are not considering the adoption of a suggestion for monthly Chapter 
financial statements. We intend that the primary administration of 
Chapter funds be a local Chapter matter, and we have every confidence 
that our Chapters will handle them wisely. 


The administration of Chapter affairs was also discussed. Hitherto, 
all such matters had been cleared at regular Chapter meetings. This 
sometimes meant inadequate preparation for discussion, lack of infor- 
mation sometimes leading to the voicing of incorrect opinions, and the 
embarrassment of open discussion if any controversial matters were 
dealt with. Other Chapters have faced the same difficulty, and I sug- 
gested to Miami the practice some other Chapters have evolved of hav- 
ing a monthly executive committee meeting. That is, the Chapter 
officers and committee heads meet once a month at a strictly business 
meeting (usually in the evening at someone’s office) and deal with the 
administrative and routine affairs of the Chapter. 

Any debatable subject can be fully explored at such a meeting, or 
the groundwork laid at such a meeting. If action is needed by the 
Chapter as a whole, proper presentation of the matter can be prepared 
by the executive committee. Financial affairs can be discussed in 
detail at these meetings. Each committee chairman can be invited to 
submit a report of his activities and can ask for suggestions or assistance. 
Meetings of this kind are especially helpful to the Program and Mem- 
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in his native tongue. That seemed to be the case, as it was nearly mid- 
night when we adjourned. 


* * * * * 


Several conclusions can be drawn from my trip. It seems most 
important that there be constant visiting among all Chapters. In many 
of our areas where Chapters are close to each other, this is easy and 
is almost normal practice. Far-distant Chapters present a special case, 
chiefly because of the expense of visits. I hope that our finances will 
soon permit at least one visit a year to most Chapters by the Managing 
Director or a national officer. A visit by the Managing Director is 
perhaps the most useful, because he can talk in great detail about 
administrative and operating matters. Local Chapter officers are very 
keen to discuss such matters, because they are constantly faced with 
problems in that connection, or are looking for ideas necessary to their 
Chapter work. 

Visits by other national officers are most useful where a spurt of 
local enthusiasm is needed. The visit of THe INstrruTe president, for 
example, can be made a special occasion in which all Chapter members 
are only too glad to participate. 

Furthermore, I am sure that visits by other Chapter presidents and 
INstITUTE members at large will be more than welcome, especially if 
a visit coincides with a Chapter meeting night. Members of one Chap- 
ter like to meet and talk with members of another. You would be 
surprised how welcome is the viewpoint and experience of a member 
from another part of the country. If any of you, therefore, have a 
chance to visit Chapters such as Miami and Havana, I strongly urge 
you to advise the Chapter president that you are coming. 

The problem of communication between New York headquarters 
and the Chapters needs consideration also. On my trip I could see 
where a great deal of useful correspondence could flow back and forth. 
There again we are limited by financial considerations. Our Managing 
Director and his two employees can do only so much, and they do a 
great deal now. Expansion of our administrative staff is needed, when 
we can afford it. 

Personal visits and constant communication by mail are necessary 
in our INstiTuTE; they stimulate ideas and they engender a community 
of effort for the advancement of our profession of internal auditing. 

In closing this report I wish to thank Tom Johnson and Mac 
McClung at Atlanta; Xandor Loos at Miami; and Roberto Millar, 
Pancho Martinez and Basilio Portugal at Havana for their splendid 
efforts to make my visits a success. And, may we soon see flourishing 
Chapters at Atlanta and Havana. 











IS IT GOOD BUSINESS ?* 


By BRADFORD CADMUS 


W* inhabitants of this continually changing world are constantly 
met with the necessity for revision of our thoughts and our 
philosophy to keep in step with our times. Subconsciously and instinc- 
tively, our first reaction is against almost anything that requires a revi- 
sion of our thinking. We are for maintenance of the status quo, for 
things as they are. 

A part of this reaction is the continual effort to develop certain 
fixed and changeless rules which may be used as foundation stones 
for our thinking and our actions. These rules have names which vary 
according to the branch of knowledge that they cover. In geometry, 
they are called axioms; in the sciences, physical laws. They are often 
not susceptible to proof; they appear logical from observation and, 
because of this logical appearance, serve as the foundation of elaborate 
structures of reasoning. For example, our science of geometry is built 
upon axioms such as “A straight line is the shortest distance between 
two points.” 

The truly profound thinkers are those who attack not the super- 
structure, but who rather question the rules themselves. When they 
can successfully prove that what has been taken for granted is doubtful 
or wrong, the whole beautiful structure falls in a heap. In our own 
times, we have seen the entire science of astronomy modified because 
Einstein questioned and proved that light did not always follow a 
straight line. More recently the orderly, and apparently natural, separ- 
ations between physics and chemistry and between organic and inor- 
ganic chemistry have been utterly demolished. The division of the 
atom has upset everything. 


APPLICATION TO AUDITING 


In our own field of auditing, there is often a tendency to lean upon 
similar standards as the basis for appraisal and judgment. It would 
be excellent if a set of auditing and accounting axioms could be applied 
in any situation. In our human tendency to have some set marks 


*Comment on this article by one member of the Editorial Committee was: “This 
paper will, no doubt, provoke those individuals who live one hundred per cent by 
the rule book. But it expresses some good philosophy mixed with common sense 
Whether or not it is good accounting theory is another question.”—Ep. 
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to go by, we are prone to set up axioms of our own or to adopt for our 
use some of the rules which have been previously proposed by others. 

The use of a code of rules simplifies the auditor’s task exceedingly. 
In the first place, the rules provide him with a set of yardsticks against 
which to measure actual performance. Any deviation is either right 
or it is wrong, and final and complete judgment is possible. Another 
advantage of a set of rules is that it places the auditor in a position 
where, in case of any question, he can figuratively shrug his shoulders 
and refer to authority beyond and above him. 

With all of this business of rules as the final basis of judgment, 
we are in complete disagreement. There are no sure-fire, universally 
applicable rules in accounting and auditing. Below are given some 
examples of practices that on the surface may appear to violate what 
many would consider to be fundamental principles. Yet we believe 
that a common-sense consideration of the apparent violations will bring 
some doubt to the mind of the most conservative. 


THE EXAMPLES 
The three examples which are cited pertain to cash since cash 
and its handling have understandably been afflicted with more dogma 
than the other branches of accounting. Naturally, the reason for this 
is that cash is the universally acceptable medium; it is the ultimate goal 
of any defaulter. 


1. BanK RECONCILIATIONS 


The reconcilation of bank accounts is a sacred principle in 
almost any business. Yet in one business that handled about 
10,000 checks each year in each of a number of accounts, prac- 
tically no reconciliations were made. The checks were small in 
amount, and were all issued to growers of a crop upon its delivery 
to a receiving station during a two-month period. The reports of 
purchases and corresponding payments were carefully checked 
into inventory, and each day a bank deposit equal to the value of 
the purchases was made. In other words, the bank accounts were 
run on an imprest basis. The usual bank statements were ren- 
dered, but not checked in any manner. If the difference between 
the established and actual balances was within $100 three months 
after the close of the season, no reconcilation was made and the 
account was closed out until the next year. Would the satisfaction 
of having the reconcilation justify the expense? Why? 


2. Listrnc or CasH RECEIPTS 


Another favorite principle is that of pre-listing cash receipts 
in a mailing department. Now, let us look critically at a situation 
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where an office maintains only customers’ accounts, no currency 
is handled, all checks received are payable to the company and 
cannot be cashed by any person except an officer located in the 
home office 1000 miles away. Is there any reason for a pre-listing, 
just for the purpose of subsequent comparison with the credits to 
customers? What can go wrong if we have no pre-listing? 


3. INVIOLABILITY OF CasH RECEIPTS 


The rather long word expresses the sacred nature of incoming 
cash, which many auditors insist must be deposited intact, almost 
without even changing a half dollar for two quarters. In the case 
in mind, salesmen settled with considerable quantities of currency 
as well as checks made out to various payees which were turned 
over to the salesmen by customers. 


The auditor questioned the cashing of company pay checks 
out of the available currency—thus substituting a company check 
but not affecting the total amount of the deposit which still agreed 
with the settlements from the salesmen. The local manager then 
asked the auditor: “Now it is wrong to cash Bill Jones’ check from 
the receipts?” Answer, “Yes.” Next question: “Would it be all 
right for Bill Jones (or his wife) to cash the check at XYZ store?” 
Answer, “Yes.” Next question: “Now, would it be all right for 
XYZ store to give Bill Jones’ check—previously cashed by the 
store—in payment of XYZ’s account?” Answer, “Ye-s-s.” Next 
question: “Well, what’s the difference—whether Bill’s wife cashes 
it at the store or Bill cashes it here?” 


THE PURPOSE OF RULES 


In each of the examples, we have a definite deviation from a rule 
that was used by an auditor as authority and basis for critical com- 
ment. But the strict application of the rule brought about a violation 
of the principles of common sense and business judgment. 


All of which leads us to the conclusion that in auditing the ultimate 
and final rule is that of common sense and business judgment. There 
are no hard-set principles invariable under all conditions; there are no 
axioms in auditing. When we “throw the rule book” we are invoking 
authority instead of common sense. 


Rules have their value as indicators, but never as the standard of 
final judgment. A violation of a generally accepted rule or principle 


is reason to examine and appraise more closely, to insure that adequate 
control exists. 
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THE STANDARD OF FINAL JUDGMENT 


Rule books and manuals are comforting things to have about in the 
ever-changing business scene. They are signposts, pointing the way; 
but they are not goals or ends in themselves. The fact is that most 
advance and progress in accounting, as well as in science, is made by 
those who have the courage, or the intelligent laziness, to deviate from 
the prescribed routine, substituting some other that has a greater 
practical appeal. 

So, when we find a variation, it must be judged not by the books 
but by the standards of business sense— 

1. Do we have effective operation? 
2. Do we have economical operation? 
3. Do we have adequate control? 
4. Does it make sense? 


In short, is it good business? 


CONCLUSION 


When we make our final judgment on the basis of good business, 
we are on solid ground; we can reach a conclusion that will be the 
most logical and defensible to management, accountant and auditor. 
The auditor should always ask himself “Why?” and never take any 
answer but the one that is reasoned out and acceptable to himself, 
because that is the best one for his business. 


A man should always have these two rules in readiness; the one, 
to do only whatever the reason of the ruling and legislating faculty may 
suggest for the use of men; the other, to change thy opinion, if there is 
any one at hand who sets thee right and moves thee from any opinion. 
But this change of opinion must proceed only from a certain persuasion, 
as of what is just or of common advantage, and the like, not because 


it appears pleasant or brings reputation. 


— Marcus AvuRELIUs. 








CONTROLS ARE NEVER FRAUD-PROOF 


HE particularly unusual phase of the defalcation that will be 

described in this article is that it was carried on successfully for 
some time despite normal operation of the controls which were designed 
to afford early discovery and detection of any fraud. 


BACKGROUND 


The location was a branch office from which sales were made to 
a number of customers. These customers usually paid their accounts 
to a cashier in the branch office, who, in turn, rendered a daily report 
to a district accounting office where the formal account with the cus- 
tomer was maintained. Some of the remittances received were in 
currency, although the majority were checks payable to the company. 
Naturally, the receipt of currency gave a recognized opportunity for 
manipulation. 

The office was required to make daily deposit of all funds received 
in a receiving bank account, which could be drawn on only by the 
home office of the company. Supporting each deposit, a duplicate 
deposit ticket, stamped by the bank, was attached to the daily report. 
It was required that the ticket show the name of the maker of each 
check listed for deposit. 

In the district office, the remittances reported as received from each 
customer paying by check were compared with the names and amounts 
listed on the deposit ticket. In addition, the usual confirmation of 


customers’ accounts was made annually by either district or home office 
auditors. 


DISCOVERY 


An exception to one of the annual confirmations gave the first 
inkling of fraud. An auditor called upon the customer and secured a 
transcript of the account. When this was checked back with the district 
office record, it soon developed that any resemblance between the remit- 
tances reported by the branch office and those actually made by the 
customer was purely coincidental. Yet the customer’s checks, as was 
shown by the bank stamps, had cleared through the receiving bank 
account in normal fashion. 

Examination of the duplicate tickets, stamped by the bank, devel- 
oped a mystery. For on the dates of actual deposit, as shown by the 
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bank stamps on the checks, there would be no listing of any check 
in an amount such as that which had actually been deposited. Yet 
the names and amounts on the duplicate tickets agreed perfectly with 
the remittances reported by the branch office. A trip to the bank and 
a comparison with the bank’s original tickets soon solved the mystery. 
On the originals, correct amounts were shown. 


HOW IT WAS DONE 


The explanation was simple. The cashier would prepare an 
original ticket corresponding exactly to the items deposited. He would 
then make up a duplicate, juggling the amounts to agree with what he 
was going to report. He was careful to have the duplicate show the 
same number of items, and, naturally, the same total as the original. 


When the deposit was made, the bank teller would, quite under- 
standably, never think of checking a supposed carbon copy with an 
original. He would check only the total and stamp the fraudulent 
duplicate, which would then be sent off by the cashier with his report. 

As in the case with most defalcations, this one had an added touch. 
This was in the fact that the manipulations were concealed principally 
in several large accounts which operated numerous branches. From 
an auditing friend, the defaulter had happened to learn that such 
accounts almost never responded to confirmations, because of the great 
difficulty of checking them. Also, the large balances and the large 
volume of current transactions with these accounts were enough to 
conceal the shortages without arousing the attention of the district 
office credit manager. For this reason, the fraud was carried on for 
several years before detection. 


CONCLUSION 


The principal point of interest here is that, even without collusion, 
apparently adequate controls may be circumvented for some time. 
Of course, the employee who makes withholding of customers’ remit- 
tances the vehicle for his fraud cannot but be caught eventually, even 
though the controls are poor and the auditor is unobservant. The most 
that can be expected of the best of controls is the possibility of detecting 
error and manipulation at an early stage. 











RESEARCH COMMITTEE NOTES 


By VICTOR Z. BRINK 
CHAIRMAN OF THE RESEARCH COMMITTEE 


VERY effort of the Research Committee, and of the various sub- 

committee chairmen, is being directed to the completion of Research 
Project No. 2, the volume dealing with the special problems of internal 
control in selected industries. March 31st has been established as the 
final deadline for the completion of the individual chapters by the sub- 
committees. This will make it possible for the final editing and print- 
ing to be completed so that the finished volume can be available by the 
time of the Annual Conference at Toronto. Brad Cadmus is doing the 
major job of adapting the individual chapters to a uniform pattern 


and is already well along on many of the chapters. 


The completion of Research Project No. 2 this year will be the 
culmination of a two-year program of the Committee. The completion 
will clear the decks for a new phase of the Research program which it 
is intended will deal with some of the basic procedures of the internal 
auditor. The development of a specific program for this new phase 
will depend, to a considerable extent, on the final developments which 
come about as a result of the deliberations and study of the Organiza- 
tional Review Committee. It is hoped that the central office staff can 
be expanded so that substantial assistance can be obtained for the 
Research program. 


We are pleased to have Jim Blair as a new addition to our Com- 
mittee. Jim takes over the spot made vacant by John Thurston’s resig- 
nation, which was made necessary because of pressure of work. Shortly 
before that change we were also pleased to welcome Adolph Schuricht, 
who came to the Committee to replace Art Child when Art took over 
the job as our President. 
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ARTICLES OF INTEREST 
TO INTERNAL AUDITORS @ 


JOHN F. BRADY, Member of the Editorial Committee, directs 
attention to the following articles of interest: 


Subject: Effects of Inflation on Capital and Profits: The Record of Nine Steel 
Companies 


By: RALPH COUGHENOUR JONES, Yale University 
Published in the Journal of Accountancy, January, 1949 


Among others, two very significant points are made and discussed 
in this timely paper: 
1. The bias towards marked overstatement of profits during 
inflation is inherent in the conventional accounting process. 
2. The dissemination of inflated profit figures has created 
erroneous ideas and opinions whose political, social and 
economic effects are incalculable. 
These points are supplemented by a table based upon the financial 
statements of nine major steel companies whose accounts are trans- 
lated into current dollars; and the question as to whether they have 
a loss or profit, pay capital out in dividends and pay taxes on capital 
is discussed at length. The questions discussed and the conclusions 
reached by the author have widespread implications and present 
serious problems with which every accountant and executive should 
be generally familiar. 


Subject: What's Ahead for Business in "497 


By: BENNETT S. CHAPPLE, JR., Assistant Vice President—Sales, of the 
United States Steel Corporation of Delaware 


Published in The Controller, January, 1949 


At the outset, Bennett S. Chapple, Jr. states that there has never 
been a period in the peacetime history of the United States when 
American business management was less certain about what the 
future holds than it is today. In continuing his discussion, he cites 
the conditions that obtain in the steel industry and then takes up 
the question of how much longer the current boom will last, the 
growing uneasiness as to what may happen in 1949, and the reasons 
for this concern: 





1. Prices both wholesale and retail have already exceeded the 
previous records which were reached just before the crash 
in 1920. 
That there is a slight trend away from the easy credit 
policies. 


to 


3. Consumer demand is finally starting to slow down. 
4. Capital expenditures are leveling off and many post war 
expansion and renovation plans have been completed. 


Or 


The housing market is apparently showing signs of soften- 
ing in some areas. 

6. Some inventories have steadily increased and, in terms of 
sales, they are not yet too high; but a decided decline in 
sales could make them excessive. 
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In concluding, he states that employment, wages and income are 

still rising and, only at this time, are we beginning to feel the real 

stimulating effects of the European Recovery Program and the 

defense expenditures. Also, that if a nation is forced to embark on a 

full scale rearmament program, we could not conceivably have any 
yy cause for a recession in 1949. 


Subject: Let's Have Faith in America 

An Engineer's Appraisal of the Current Outlook 
By: F. T. LETCHFIELD 

Published in The Controller, October, 1948 


In discussing this important and weighty subject, Mr. Letchfield 
says that any diagnosis of business conditions today requires first, 
the recognition that analysis is made particularly difficult by pow- 
erful forces of both domestic and international origins that are 
impinging simultaneously on every segment of our national struc- 
ture. That some of these forces were delayed in their effect by the 
war while others were greatly accelerated by it, thereby increasing 
both the complexities of our problem and our confusions in dealing 
with them. He further states that, for fifteen years, we have been 
dancing to crazy tunes composed by impractical theorists and 
orchestrated by a group of shrewd political opportunists who came 
into power at a time when America was psychologically ripe to 
mistake foolhardy experimentation for inspired leadership, a time, 
when, because the leaves of our economic tree had withered, a large 
number of people were convinced that the roots of the tree were 
dead. In continuing the discussion in this vein, he stresses the 
necessity of our following the advice and wise counsel of the 
founders of our republic if we are to maintain our independence 
in the American way of life. 


& € Subject: Fourteen Important Ratios of 36 Manufacturing Industries 
By: ROY A. FOULKE, Vice President, Dun & Bradstreet, Inc. 
Published in Dun's Review, December, 1948 


This paper is based upon a study of reports from nearly 2,500 
manufacturers, each with tangible net worth generally in excess 
of $50,000. According to this study, the year 1947 reflected 
increased sales, smaller profit ratios, larger inventories, more 
prompt collections, and a dip in the debt ratios. It was found that, 
by the end of the year 1947, many industries included in the study 
were in a more stable position than in previous years and were 
considerably more secure than in the prewar years. In this com 
prehensive analysis, the tables set forth contain the median and 
quartile ratios in each of the 36 manufacturing industries and give 
one a bird’s-eye view of the significant financial aspects for 1947 
of each of these groups, and cnable one to use these facts as a guide 
for comparison purposes in weighing the progress of their own 
operations up to that time and since then 


Subject: Is Our Credit Structure Sound? 


By: E. WILLIAM LANE, Naiional Director of the National Association 
of Credit Men 
Published in the Credit Executive, November, 1948 


In this timely article, Mr. Lane discusses various aspects of our 
credit structure with particular reference to: 
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Geographical Aspect 

Spectre of Borrowed Money 

High Break-Even Points 

Installment Regulations $ 
‘a 


oP Pp = 


Swollen Inventories 

Mr. Lane states that after almost ten years of easy credit conditions 
due to wartime situations, low interest rates and shortages of most 
essential commodities, the credit executive is faced with the prob 
lem of readjustment, notwithstanding how strong our country is 
financially, as the matter of rising prices and the depreciated dollar 
make this readjustment inevitable. In commenting on swollen 
inventories, he cites the conditions that obtained subsequent to 
1921, 1931 and 1937 by indicating that the slumps which followed 
each of these periods were preceded by the swollen inventory posi 
tion of business. In indicating the extent of the swollen inven 
tories, he takes 1939 as an index of one hundred billion dollars, and 
states that there has been a rise of 188% since then, with half of 
the increase taking place since 1946. This in itself is a signficant 
rise and must, as Mr. Lane indicates, be considered in conjunction 
with other vital factors and especially in the light of our ever 
changing economy both here and throughout the world. 


Subject: Ten Ways in Which Business Men Can Help the National Welfare 
By: ALEXANDER WILEY, United States Senator from Wisconsin 
Published in Dun's Review, December, 1448 


Congressman Wiley states that the American businessman enjoys a 
basic Bill of Rights as does every citizen of our country, that Con 
gress has been seeking to implement this right because, for too long, 
private enterprise was abused by arbitrary labor union practices. 
by interference with employers’ freedom of speech, by mass intimi 
dation, and by coercion of employers. This Bill of Rights, he 
stresses, is coupled with a corresponding Bill of Obligations and. 
therefore, every businessman has heavy obligations and responsi 
bilities commensurate with his power and prestige. He also points 
out the fact that business and all of us should exert our influence 
and play a very important part in moulding public opinion and 
formulating policies that promote and instill confidence and respect 
for our capitalistic system instead of permitting Congress and 
governmental bureaus to formulate policies without our active 
assistance and approval. 





Subject: Industry Reports to the Consumer on Prices, Costs, and Profits 

By: CHRISTIAN E. JARCHOW, President of the Controllers Institute of 
America 
Published in The Controller, October, 1948 


Mr. Jarchow, in delivering this paper at the Tenth Annual Insti- 
tute on Accounting at the Ohio State University, indicates that an 
inadequate job has been done by industry in telling the public how 
business operates and what the results of operations have been 
That future reports of industry might well emphasize this phase of 
business, which is so generally misunderstood, in the hope that 
these popular misconceptions might be corrected; and to this end 
he discusses: 
1. Why industry should do its utmost to report effectively 
to consumers with respect to prices, costs and profits 
2. What should be reported by industry to consumers and 
how this can best be done. 
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3. Some examples of industry practices and reports as affecting 
consumers. 
In passing upon the profit objective, Mr. Jarchow states that it is 
incumbent upon business: 

1. To pay an adequate return to stockholders in order to 
justify and encourage the continuance of their investment 
in the business, with due weight given to the effects of 
inflation. 

To provide for the retention in the business of funds to 
meet the capital required for normal growth and to permit 
business to operate in a period of inflation in the same 
scope and volume as before. 

This very enlightening article also stresses the necessity of suitably 
prepared financial statements and, in effect, places the burden for 
their preparation upon management. 


to 


Keeping Track of Assets 
Lesser Known Ways for Creditors to be Defrauded 


CARL B. EVERBERG, Attorney-at-Law, Boston 
Published in Credit and Financial Management, December, 1948 


At the outset, the author states that credit is invariably extended 
on the strength of the property or assets owned by the debtor, 
that when the debtor alienates his property in such a way that 
the creditor’s reliance on the property of the debtor as a source 
of realization of collection is destroyed, it is of the greatest interest 
to the creditor to know what can be done under such circum- 
stances. Mr. Everberg then discusses more or less at length the 
pertinent aspects of fraudulent practices: 

1. Conveyances that are considered fraudulent and the badges 
of fraud that may help to establish that fraud actually 
prevailed. 

Collusive Judgments. 

Other examples of fraud. 

Provision of the Uniform Fraudulent Conveyance Act 

(adopted in at least 17 states). 

5. Remedies open to creditors (attachment and levy of execu- 
tion against specific property transferred). 


wr 


In conclusion, the necessity of complete credit files is stressed by 
him with especial reference to all of the debtor’s property, includ 
ing that not used in his business. 


Annals of Crime—The Wily Wilby 
ST. CLAIR McKELWAY 
Published in The New Yorker, January 1, 1949 and January 8, 1949 


This is an interesting series of articles that depict the life and the 
embezzlements of Ralph Marshall Wilby, a Canadian citizen, who 
perpetrated his frauds on his employers over a period of years 
in both Canada and the United States by successfully using the 
name and references of reputable people. 


The articles are written in a very light vein and can be read not 
only for the amusement they afford but also as a means of obtain- 
ing a clearer picture of the type of indidivuals who may be found 
to be involved in defalcations and some of the unusual and 
devious methods that are employed by them in their evil practices. 








MEMBERS’ FORUM“ 


THREE SUGGESTIONS FOR PROMOTING ECONOMIES 
By “xX” 


ANY of the internal auditing problems encountered in a large 

company would probably be of interest to only a limited number 
of internal auditors. However, the results that can often be obtained 
from their work in a service department might be of greater interest. 
A survey recently conducted of the clerical and office procedures of a 
medical division is a good illustration. 


Three of the points discussed in the audit report where possible 
worthwhile improvements could be made are as follows: 


1. It was noted that approximately 85 per cent of the reports 
submitted to the insurance company in connection with indus- 
trial accidents covered accidents of only a minor nature in 
which there was no loss of work time and which required no 
compensation settlement. As a result of the auditor’s sugges- 
tion, representatives of the medical division and the insurance 
company agreed on the types of cases where a report would be 
necessary. It is estimated that this change eliminated approxi- 
mately 4,000 reports each year, and reduced the clerical work 
of preparing, reviewing, and filing these reports in both offices. 


2. The auditor suggested that X-ray films be identified and filed 
by employee number rather than by consecutive film number. 
The adoption of this suggestion proved helpful because (1) it 
eliminated the need for recording each of approximately 1,000 
pictures per year in a register, (2) it speeded up the identifica- 
tion of newly developed film by eliminating the necessity of 
referring to the register for the employee’s name, and (3) it 
will eventually result in all pictures of an employee being 
marked with a uniform identification number. 


3. In discussing laboratory records and reports with the labora- 
tory technician at a branch hospital, the auditor observed that 


*The receipt of the above interesting ideas suggested that we institute a “Members” 
Forum” in our Quarterly. Brief outlines of informative findings resulting from 
examinations and surveys are solicited for publication. Controversial matters 
will also be welcomed, and, as well, the pros and cons relating to them. Contribu- 
tors’ names will be published, unless there is objection.—Ep. 


54 











€ 


Members’ Forum 55 


blood specimens were tested by a two-stage examination. This 
method differed from the procedure observed in the home office 
of the medical division, where only a single-stage examination 
was being made. The two systems were discussed with the 
laboratory technicians, and it was determined that final results 
obtained under each are equally acceptable. Based on the 
number of tests made in 1947, the use of the single-stage exam- 
ination will eliminate the necessity of making approximately 
5,400 tests per year. 


AN EXECUTIVE 


An Executive is a man who has nothing to do, except: 


To decide what is to be done; to tell somebody else to do it; to 
listen to reasons why it should not be done, why it should be done 
by somebody else, or why it should be done in a different way; to 
prepare arguments in rebuttal that are convincing and conclusive. 


To follow up, to see if the thing has been done; to discover it has 
not been done; to inquire why it has not been done; to listen to excuses 
from the person who should have done it and did not do it. 


To follow up a second time, to see if the thing has yet been 
done; to discover that it has been done incorrectly and to point out 
how it should have been done; to conclude that, as long as it has been 
done, it may as well be left as it is; to reflect that the person at fault 
has a wife and seven children and that certainly no other Executive 
in all the World would put up with that person for a moment, but 
that, in all probability, any successor would be just as bad or worse. 


To consider how much simpler and better the thing would have 
been done if he had done it himself in the first instance; to reflect 
sadly that, if he had done it himself, he would have been able to do 
it right in 20 minutes, but that as things turned out he himself spent 
two days trying to find out why it was that it had taken somebody 
else three weeks to do it wrong; to realize that such ideas would strike 
at the very foundation of the belief of all Employees that an Executive 
has nothing to do.—J. R. W. ALexanper, Associated Gas & Water 
Undertakings, Ltd., Surrey, England. 








NATIONAL ORGANIZATION NOTES 


by BRADFORD CADMUS, Managing Director 


T the beginning of Tue InstiruTeE year, it was decided to divide 

the Chapter visits between the officers and the Managing Director. 
The objective was a visit by an INstiruTE executive to each Chapter 
in the United States and Canada. 

Following this plan, Art Child visited the Chapter at Miami and 
held meetings with members and prospective members interested in 
Chapter formation at Atlanta and Havana in early December. A 
graphic description of this trip appears elsewhere in this issue. As a 
result, Atlanta had a formation meeting scheduled for February 3rd, 
to become Chapter No. 29 of Tue INstiruTe. 

Jim Parker, your First Vice-President, visited Los Angeles and 
San Francisco in early January—bucking the snow drifts of the Pacific 
Coast while we easterners basked in the sun. Second Vice-President 
Charlie Ghesquiere visited Saginaw Valley on January 18th, with Earle 
Cunningham, who addressed the Chapter mecting on “The Keystone 
of Internal Controls.” 

In November, we attended the meeting of the Niagara Frontier 
Chapter—to meet and talk with the members of one of our newer 
Chapters. 

At the same time that Jim was freezing in California, it was our 
privilege to visit Kingsport, Tennessee, St. Louis and Cincinnati, with 
balmy weather all the way. At Kingsport, we enjoyed a dinner meet- 
ing with Messrs. Soe and Felton of Kingsport and Messrs. Griggs, 
Lomax and Peterson of Harlan County, Kentucky, who drove over 
the mountains for the occasion. It was most interesting to meet these 
men and to talk with them about what Tue InstiruTeE could do to be 
of greater service to non-Chapter members. 


ST. LOUIS 


In St. Louis, we met with the committee which is organizing the 
Mid-West District Conference, which will be held there on Friday, 
March 25th. About March ist, each of our midwest members will 
receive an announcement and program of the meeting. This year it is 
planned to have a morning meeting devoted to discussion of Chapter 
problems; an afternoon meeting with a program of technical papers; 
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and an evening meeting which will be addressed by an outstanding 
speaker. Any travelers in our membership should try to set their 
schedules to be in St. Louis on March 25th. 


CINCINNATI 


In Cincinnati, Chapter No. 28 of Tue INstiruTe was formed on 
January 5, 1949. The officers chosen were: 
President—A. I. Russak 
Vice-President—JoHn A. MUELLER 
Treasurer—ANTHONY J. HuBER 
Secretary—Witrorp D. SAwYER 
Governor—Rosert S. VosMER 
Much credit for the organization work goes to Jim Pleasants of Cin- 
cinnati and Bob Gardner of Dayton. At the luncheon meeting, which 
was arranged for our visit, all except one of the charter members were 
present. The meeting gave us an excellent chance to get acquainted 
and to tell of the work of Tue InstiruTe. 


EDUCATIONAL NOTES 


A number of copies of the Instructor’s Manual have been dis- 
tributed, and will be instrumental in the establishment of internal 
auditing courses. So far, we have heard of three institutions that are 
planning to offer courses based on the outline in the manual. 


PROMOTIONS 

Vic Brink joined Ford Motor Company as General Auditor on 
January Ist. 

Bernie Niehaus, of Cleveland Chapter, was recently advanced to 
the position of Treasurer and Controller of The Factory Stores Company 
of Cleveland. 

Don Dooley, first president of the Milwaukee Chapter, joined 
Weyerhauser Lumber Company of Tacoma, Washington, as Internal 
Auditor, which we understand is a new position in that Company. 


PUBLICATIONS 


By the time you receive this issue of The Internal Auditor, all 
members should have received their copies of the 1948 Year Book and 
the Seventh Annual Conference Papers. Because of the session at the 
Conference which was devoted to Industry meetings, there was insuffi- 
cient material for a bound book, and the papers were published in a 
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format similar to The Internal Auditor. 


We would appreciate our 


members letting us know of any errors in listing their names in the 


Year Book. 


GENERAL 


Just so that you may know in ample time, the Chalfonte-Hadden 
Hall at Atlantic City has been selected as the site for our 1950 Con- 
ference, which will be sponsored by the Philadelphia Chapter. 


In preparing the material for the Year Book, we noted that our 
1590 members at September 30, 1948, came from 929 different business 


firms. 


Santiago (Jimmy) de la Cruz, who was one of the leaders in the 
organization of the Manila Chapter, spent several months in New York, 


returning to Manila in mid-January. 


He attended a New York Chap- 


ter meeting and met a number of our members. It was most interesting 
to get a first-hand account of the Philippines and its development as an 


independent nation. 


Our membership is now well over the 1600 mark, and with Chap- 
ters nearing formation at a number of locations, we anticipate a 
gratifying gain in the next few months. 


SUMMARY OF CHAPTER NEWS 


ROCHESTER 


by Leitanp H. Stropparp 
and W. S. ConNELLY 


At its regular meeting in Octo- 
ber, the Rochester Chapter pre- 
sented the first of a series of dis- 
cussions relative to the policies to 
be used in training people for audit 
work. 

As the first phase of this pro- 
gram, the organization and devel- 
opment of an Internal Audit de- 
partment presented in -a 
round-table discussion headed by 
three of the Chapter members. 


was 


It is planned to continue this 
program at intervals over the next 
two years. 


E. H. Plant of the Eastman Ko- 
dak Company spoke on “Employee 
Training and Its Importance to the 
Internal Auditor” at the Novem- 


ber meeting. Mr. Plant supple- 


mented his talk with colored 
slides. 

“Internal Audit Reports” was 
the topic discussed by Mr. A. 


Weigel at the regular January 
meeting. Mr. Weigel had several 
of his company’s Audit Depart- 
ment reports and passed them 
around for comment and general 
discussion by the members. The 
presentation was very good and 
the topic proved to be extremely 
interesting. : 


For the February meeting we 
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had Mr. David B. Mathias of the 
Bankers Trust Company, New 
York City, as guest speaker. An 
invitation was extended to the 
local Bank Auditors group to at- 
tend, as Mr. Mathias is also a 
member of their Association, since 
we believed they were interested 
in “Audit Manuals,” which was 
the topic for the evening. 

In March we are planning to 
have a Forum Meeting with the 
subject matter being developed by 
questionnaires which will be sent 
to all members. 


SAGINAW VALLEY 
by E. A. Cummrncs 

Our program was outlined at 
the first of the year, and to date 
we have to report as follows: 

On September 21, 1948 we 
heard Mr. Lyman W. Oehring, 
Partner of the Public Accounting 
firm of Wager, Lunt and Oehring. 
Topic: “Inventory Pricing.” 

On October 13, 1948 at a joint 
meeting with the National Associ- 
ation of Cost Accountants, we 
heard Professor John Russwinckle 
of Michigan State College. Topic: 
“Illuminating the Balance Sheet.” 

On November 16, 1948 we 
heard Mr. Ivan Oden of The Dow 
Chemical Company, Texas Divi- 
sion. Topic: “Construction Audi- 
ting.” 

The following is an outline of 
our program for the balance of the 
year: 

On January 18, 1949 Mr. Earle 
H. Cunningham, General Auditor 


of General Motors Corporation, 
was a guest speaker. 

On February 15, 1949 Mr. 
Charles E. Hamilton, Auditor of 
The National Bank of Detroit, 
spoke on the topic: “Bank Auditing 
and Internal Controls.” 

On April 19, 1949 we will have 
Mr. William A. Groening, Jr. of 
The Dow Chemical Company, 
Legal Department. Topic: “Mich- 
igan Sales Tax.” 


TWIN CITIES 
by K. K. Beir 


The weather seems to play a 
major role in the program plan- 
ning of the Chapter in this North 
Star State. An unusually heavy 
sleet storm severed train and bus 
communications for our speaker 
for the December 15th meeting. 
Mr. L. E. Thompson of LeSueur, 
Minnesota, had planned on show 
ing a film on Food Canning, to be 
followed by a paper on Internal 
Auditing for the industry. We 
are planning on seeing this picture 
and hearing Mr. Thompson’s talk 
at a future meeting. 

The December meeting was 
held, however, and developed into 
an interesting and profitable eve- 
ning for those who were able to 
attend. Our Vice-President, Mr. 
G. A. D. Smith, read a portion of 
the “Case Studies in Internal Aud- 
iting” of Canada Packers Limited, 
released to the various Chap- 
ters by our National President, 
Mr. Arthur J. E. Child. The 


chairman led in a question and 
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answer session regarding this 
paper. The response from the 
members was good, and the ex- 
change of ideas resulted in a very 
educational session. It was the 
consensus of those present that we 
should hold more meetings along 
the same lines, the case studies to 
be supplied by the members. 

We all wish to congratulate R. 
J. Harrigan, the first president of 
our Chapter on his appointment to 
the position of Division Comptrol- 
ler, Terminal Grain Division of 
Cargill, Inc. Mr. Harrigan was 
formerly Assistant Comptroller of 
General Mills, Inc. 

We also wish to congratulate 
Clyde E. Hegman on his recent 
promotion to Assistant Vice-Presi- 
dent of Cargill, Inc. Mr. Hegman 
is on the Board of Governors of 
Twin Cities Chapter. 

We hope that the new duties of 
these members will not hinder 
their activity in the Chapter, as 
both were active in its organiza- 
tion and subsequently in its ad- 
vancement. 

Two of our members are busily 
engaged in extensive industrial 
surveys of Special Internal Con- 
trol Problems of the milling indus- 
try and the chain store fields. 
These papers are being prepared 
by R. J. Harrigan and K. N. Het- 
land of Gamble Skogmo, Inc., re- 
spectively. 


VANCOUVER 
by Sypney G. OLp 


A meeting to organize the Van- 
couver (Canada) Chapter was 


held on Thursday, September 23, 
1948 at the Georgia Hotel. The 
elected officers were: President, J. 
S. Lang; Vice-President, H. R. 
Horne; Secretary, Sydney G. Old; 
Treasurer, A. H. Parkinson; Gov- 
ernor, J. Lorn McLean. 

The first regular Chapter din- 
ner meeting was held Tuesday, 
October 26, 1948 at the Devon- 
shire Hotel. Mr. J. Lorn McLean, 
Vice-President and Treasurer of 
the British Columbia Power Cor- 
poration, Limited was the speaker. 
He addressed the meeting on the 
subject of “Place of the Internal 
Auditor in the Organization and 
His Responsibilities—Both as II- 
lustrated in the B.C. Electric.” An 
extended question and answer 
period followed the address. 

Tuesday, November 30, 1948 
was our next dinner meeting held 
in the Devonshire Hotel. At this 
m:ceting our speaker was Mr. A. 
H. Parkinson, Internal Auditor for 
the City of Vancouver, who ad- 
dressed the meeting on the sub- 
ject of “Internal Auditing in a 
Municipal This 
was considerable 


Organization.” 
received with 
interest. 

Due to seasonal activities our 
December meeting was postponed 
until January 4, 1949. 

Mr. H. R. Horne, C.A., Internal 
Auditor for the Powell River Co., 
Ltd. addressed the meeting on the 
operations of his Company, and 
showed in connection with his 
talk a technicolor film entitled 
“River of Paper” which depicted 
the production of newspaper from 
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the log to the finished product. 

We now have 14 members and 
6 associate members in the Van- 
couver Chapter. 


DAYTON 
by Lew CumMMINGs 


The Chapter is having one of its 
best years and has had very good 
attendance as well as most inter- 
esting programs. 

At the September meeting, Mr. 
Herbert Zerkle from the State Tax 
Commission spoke on the subject 
of “Ohio Sales Tax as Related to 
Industry.” Mr. Fulton S. Ed- 
wards, partner in Ponder, Hart & 
Company, of Louisville, Kentucky, 
talked on “Use and Occupancy In- 
surance” for the October meeting. 
At the November meeting, Mr. 
Hugh Smith, Assistant Manager 
—Dayton Office—Claims Section 
of the Unemployment Compensa- 
tion Bureau, spoke on “Unemploy- 
ment Compensation.” For the 
December meeting, Mr. Thomas 
Simpson, Treasurer, Airtemp Di- 
vision, Chrysler Corporation, spoke 
on “Balance Sheet 
Statements.” 

These were all worthwhile pro- 
grams, and those in attendance 
were greatly benefited by having 
men with the knowledge of their 
subjects that these men have, ap- 
pear before the Chapter. 

Dayton Chapter is assisting 
through its past president, Bob 
Gardner, in sponsoring the Cin- 
cinnati Chapter and is happy to 
report that the Chapter is well un- 
der-way. 


and Income 


DETROIT 
by G. W. Hyarr 
Mr. D. J. Bevis, partner, 


Touche, Niven, Bailey & Smart, 
addressed our November meeting 
on the subject, “Effect of Recent 
American Institute Bulletins on 
Internal Auditing and Account- 
ing.” His extremely capable hand- 
ling of his subject impressed our 
members and guests, and a pro- 
longed discussion followed. Har- 
ris Symes, of Detroit Edison, pre- 
sided as Chairman. 

Our December meeting was a 
double-barreled 
fine 


affair with two 
speakers presenting full- 
length papers. Mr. S. J. Rozema, 
Supervisor, Unemployment Com- 
pensation Unit, Personnel Plan- 
ning Department of Hudson Motor 
Car Company, spoke on the sub- 
ject “Control of Michigan Unem- 
ployment Benefits.” Mr. Ro- 
zema’s talk brought out the inter- 
nal control set up by Hudson, pro- 
viding for quick processing of Un- 
employment Compensation 
claims. 

Mr. H. E. Weimerskirk, Super- 
vising Auditor of General Motors 
Corporation, delivered the second 
talk of the evening on the “Audit 
of Excise Taxes.” Mr. Weimer- 
skirk cited some of the taxes most 
frequently encountered, and ex 
plained complications which might 
arise, resulting in serious under- 
payments or overpayments of 
these taxes. In addition, the re- 
sponsibilities of the auditor were 
brought out in connection with 
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the audit of these taxes, and an 
audit program was _ suggested. 
Dan Butler, of Packard Motor Car 
Company, served as Chairman of 
this meeting. 


“The Nature and Function of 
Profits” was the subject of our 
January meeting, which was ably 
presented by Mr. A. J. Bloods- 
worth, partner, Price, Waterhouse 
& Co. Charlie Ghesquiere, our 
National 2nd Vice-President, was 
meeting Chairman. 


The 1948-49 season saw the re- 
sumption of our Study Group ses- 
sions under the leadership of Joe 
Mencotti. Robert J. Johnson, of 
General Motors, Cost Analysis 
Section, covered physical inven- 
tories at our October meeting. 
Arnold H. Stocker, Disbursements 
Supervisor of Detroit Edison, dis- 
cussed the operational phase of 
cash disbursements, i.e., prepara- 
tion, processing and control at the 
November meeting. Ferd Spatz, 
General Motors Auditor of Dis- 
bursements, took over the baton in 
January and presented a paper on 
the audit of disbursements. 


Attendance at our study group 
meetings has ranged from thirteen 
to nineteen members. Meetings 
are scheduled from 7:00 to 8:30 
P.M. two weeks in advance of our 
monthly Chapter meetings. The 
time schedule goes out the win- 
dow at these round-table discus- 
sions after presentation of the 
paper, and they usually break up 


about 10:00 P.M. 


The general policy of the Study 


Group will be to continue the cov- 
erage of the audit fundamentals 
involved in connection with ‘each 
subject discussed. 


The Detroit Chapter has gained 
another distinguished charter 
member of Tue Institute by the 
addition of Dr. Victor Z. Brink 
to its roster. Vic recently took 
over the position of General Audi- 
tor of Ford Motor Company. The 
Chapter extends its warmest con- 
gratulations and bids him wel- 
come. 


We lost three members through 
transfers to other Chapters during 
the month of December, 1948. 
Lester L. Duncan to Baltimore, 
James R. Graham to San Fran- 
cisco and Rene J. Labelle to Los 
Angeles. Best of luck, fellows! 


Our roving Past National Presi- 
dent, Earle Cunningham, has an 
extensive speaking tour laid out 
for the 1948-49 season. Up to the 
present time, he has spoken at 
Michigan State College, East Lan- 
sing, Michigan; Mid-Hudson 
Chapter, National Association of 
Cost Accountants, Poughkeepsie, 
New York; Wayne University, 
Detroit, Michigan; Saginaw Val- 
ley Chapter of Tue INstrruTe, at 
Frankenmuth, Michigan; The 
Accounting Association of the 
University of Detroit; and the 
Erie, Pa., and Louisville, Ken- 
tucky Chapters of N.A.C.A. 

Earle is also scheduled to speak 
April 19th, before the Greenwich, 
Conn. Chapter of N.A.C.A.; on 
April 27th at the Accounting Con- 
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ference, Texas A & M College, 
Houston, Texas; and on May 13th 
before the Maine Society of Public 
Accountants, Portland, Me. 


LONDON, ENGLAND 
by J. R. Rosrnson 


A very interesting discussion 
took place on the 1st December 
on the basis of a joint paper, sub- 
mitted by Mr. H. Norris and Mr. 
J. B. L. Clark, dealing with the 
subject of “Government Account- 
ing and Finance.” At this meeting 
we had the great privilege of a 
visit by Mr. R. H. Wood, Presi- 
dent of the Toronto Chapter. This 
was the first visit from a president 
of another Chapter, and was much 
appreciated. Mr. Wood was able 
to give us first-hand information 
about the activities of THe Instt- 
TUTE, since he had been at the 
1948 Annual Conference only a 
few weeks previously. 


On the 5th of January a paper 
presented by one of our own mem- 
bers, Mr. P. B. Hills, on the sub- 
ject of “Internal Audit Staff,” was 
discussed. At this meeting we 
had the highest attendance so far, 
namely, 17 members, and the dis- 
cussion which followed revealed 
many different approaches to the 
problem of selecting the right men 
and giving them adequate train- 
ing. 


The membership of the Chapter 


continues to grow slowly but sure- 
ly, and has now reached 27. 


PHILADELPHIA 
by James M. Apxtns, Jr. 

Mr. Alvin W. Weigel, Presi- 
dent of the Rochester Chapter 
addressed the November meeting. 
His subject was “Selling the In- 
ternal Audit Department to Man- 
agement, Other Personnel, and 
Other Departments.” Mr. Wei- 
gel’s talk was excellent and a live- 
ly round-table discussion period 
followed. 

A panel discussion of “Auditing 
Fixed Assets” was conducted by 
Messrs. G. W. Mann, S. Y. Hoo- 
ver and W. H. Sudell at the De- 
cember meeting. Acquisition, re- 
cording in plant ledger, mainte- 
nance, insurance, inventories, de- 
preciation and disposals were the 
principal topics covered. The re- 
marks by the attending members 
indicated that although fixed as- 
sets are a very large and impor- 
tant part of the average corpora- 
tion’s total assets they are not 
given the audit protection their 
importance warrants. 

The January meeting was ad- 
dressed by Mr. Joseph A. Glenn, 
Assistant Auditor of E. I. duPont 
de Nemours & Co., and a member 
of the Philadelphia Chapter. Joe’s 
subject “Quality Control of the 
Internal Auditing Department 
Staff” covered the requirements 
for developing and preserving a 
thoroughly competent well-bal- 
anced staff and the technical tools 
indispensable to effective auditing. 
Our attendance reached a new 
high at this meeting, and all rated 
the program one of our best. 








SAN FRANCISCO 


by B. W. Bours, Jr. 
NoveMBER 9, 1948 


“Auditing and Accounting 
Problems of the Motor Freight In- 
dustry” and of “The Commercial 
Warehouse Industry” were the 
subjects of our Chapter’s members 
Mr. Roy A. Schlesser, Controller 
and Auditor of The Overland 
Freight & Transfer Co., and Mr. 
Thomas J. Towey, Controller 
of Turner-Whittell Warehouses, 
Inc., respectively. 

DeceMBER 8, 1948 
Mr. Maurice Moonitz, Ph.D., 
C.P.A., and Associate Professor in 
Accounting at the University of 
California at Berkeley, California, 
gave an interesting talk on “Train- 
ing the Internal Auditor.” 


JANUARY 12, 1949 

James Parker, National ist 
Vice-President of Tue INstTITUTE, 
informed us of the functional 
operation of the National Organ- 
ization with respect to the duties 
of the National Officers and the 
various committees. Jim’s pres- 
ence marked the first visit of a 
National Officer to a meeting of 


the San Francisco Chapter. We 
hope he set a precedent. 
The New York Stock Ex- 


change’s sound movie, produced 
by the March of Time, titled 
“Money at Work” was shown, and 
Mr. George J. Otto, General Part- 
ner of Irving Lundborg and Co., 
presented a very interesting talk. 
He obliged by answering many 
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questions advanced by members 
and guests relative to the mys- 
teries of the stock and bond busi- 
ness. 


TORONTO 
by Grorce RiIcHARDSON 


The December meeting was 
held at The Royal York Hotel on 
December 17th, 1948, with Mr. 
Marshall Close of Hamilton, On- 
tario, as guest Mr. 
Close’s subject was “Effective 
Speaking As an Aid to The In- 
ternal Auditor.” The speaker de- 
livered an excellent address and 
his practical demonstrations of 
“Effective Speech” were outstand- 
ing. At this meeting Chapter 
President, Mr. R. H. Wood, re- 
ported on his recent trip by air 
to England, Holland and Sweden, 
and also on his visit to the London, 
England Chapter, where he ex- 
tended the season’s greetings to 
the members in England, from the 
members of the Toronto Chapter. 
International President, Mr. A. J. 
E. Child, also gave a most interest- 
ing account of his travels to At- 
lanta, Georgia, and to Havana, 
Cuba. (See his travelogue in an- 
other section of this issue.) 


speaker. 


A number of members 
have recently joined the ranks of 
the Toronto Chapter, bringing the 
total membership up to 63 at the 
present time; and several more 
new applications are expected. 


new 


For the past two years the Tor- 
onto Chapter has provided the lec- 
turers to the Toronto University 
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for an extension course in Internal 
Auditing. The 1948 course was 
completed in December, and it 
consisted of eleven lectures on 
different phases of Internal Audi- 
ting. The lectures were well at- 
tended by both young women and 
men who are interested in, or en- 
gaged in this line of endeavor. 
The examination of the papers re- 
vealed that an excellent average 
mark of 71% was attained by the 
students. 

The Toronto Chapter is work- 
ing in close cooperation with one 
of our members who is presently 
located in Winnipeg, Manitoba, 
and it is expected that a new chap- 
ter will be organized in Western 
Canada before many months. 


The Conference Committee has 
already held several meetings, and 
extensive plans are under way for 
the 8th Annual Conference which 
is to be held in Toronto at the 
Royal York Hotel, on October 9th, 
10th and 11th. Full particulars 
regarding the Conference will be 
provided to all members at an 
early date, and it is hoped that as 
many as possible of our American 
cousins will journey to Canada for 
this occasion. It is also hoped that 
we may have the pleasure of greet- 
ing many of our fellow members 
from Overseas Chapters at the 
coming Conference. 


CHICAGO 
by J. G. Paris 
Mr. G. O. Eckley, Assistant 
Comptroller, United Air Lines, 
and an instructor in the School of 


Commerce at DePaul University, 
gave an interesting address at the 
November, 1948, meeting. His 
subject “Internal Control vs. Pro- 
cedures Simplification” brought 
out some interesting points and 
generated some good discussion 
from the floor. 


On January 18, 1949, Ex-Presi- 
dent Wallace L. Alstrin appeared 
as guest speaker at the regular 
monthly meeting of the Milwau- 
kee Chapter. His subject, “Bridg- 
ing the Gap,” was well received. 
Messrs. Brown, Johnson, Haas, 
and Hill accompanied Wally on 
the trip. The Chicago delegation 
received a warm welcome in con- 
trast to Milwaukee’s near zero 
weather. 


Frank W. Lennon served as 
chairman of the panel program 
presented at the regular monthly 
meeting held on January 19. 
James F. Blair discussed audit 
principles, while Emil V. Kasman, 
William A. McKnight, J. Carl 
Sommer, and John W. Wirth pre- 
sented subjects connected with in- 
ternal auditing in their respective 
fields. A brief discussion period 
followed. Total attendance was 
sixty-two. 


CLEVELAND 
by E. R. MaTeer 
The January meeting, held on 
the 26th, featured a panel dis- 
cussion on the various questions 
and problems relating to internal 
auditing activities, under the 


direction of Messrs. E. J. Mc- 
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Geough, of the Thompson Pro- 
ducts, Inc., M. E. Zaveson, of The 
General Tires and Rubber Com- 
pany, and R. K. Nusser, of The 
American Steel and Wire Com- 
pany. These panel discussions 
have proved to be very interesting 
and instructive to those in atten- 
dance. We welcomed as new 
members Messrs. Maylon H. 
Chew, of The Ohio Box Board 
Company, Robert B. May, of The 
Bryant Heater Company, and E. 
H. Analzone, of The Standard Oil 


Company of Ohio. 


We are pleased to announce the 
promotion of Herb Katzman, of 
the Cleveland Electric Tluminat- 
ing Company, to the position of 
Assistant to the Auditor, and the 
election of Mr. Bernard H. Nie- 
haus, Sr., as Treasurer-Comptrol- 
ler of the Factory Stores Com- 
pany. “Bernie,” as he is known 
to all his friends, is Vice President 
of the Cleveland Chapter. 


Another of our members, Gene 
Krause, of the National City Bank, 
had the signal honor of having a 
thesis “The Internal Auditor’s 
Position in the Bank,” included as 
a permanent addition to the li- 
brary of the American Bankers 
Association. 


MIAMI 
by James D. TraHeEy 


The December meeting was fea- 
tured by a visit from our capable 
President and Canadian Ambas- 


*An account of the mentioned visit will 
section of this issue.—Eb. 
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sador of Goodwill, Art Child.* 

Guest speaker for the January 
meeting was Mr. Newton Lum- 
mus, Dade County Tax Assessor. 
Mr. Lummus explained many of 
the problems facing the local tax 
units and pointed out various ways 
the local members could help their 
organizations in the preparation 
of returns. 

At the November meeting Phil 
Hank gave a complete report about 
the Chicago Conference and ex- 
pressed much satisfaction with the 
accomplishments of Tue Iwnstr- 
TUTE. 


MILWAUKEE 
by O. Cornish HEMING 
At our October meeting we 


heard John G. Eimermann, Audit 
Manager of Arthur Andersen & 
Co., speak on “The Internal Audi- 
tor and His Relation to the Inde- 
pendent Public Accountant.” 

In November, despite bad wea- 
ther, we gathered at S. C. Johnson 
& Son, Inc., Racine, for a very 
enjoyable meeting. Mr. Robert 
Chapman, Regional Manager of 
Standard Register Company, dem- 
onstrated with movie and slides 
“Methods Clinic 
Paper Work.” 

This was followed in December 
with “Training in Internal Audi- 
ting for the Development of Sup- 
ervisory Personnel” by D. E. 
Dooley, Supervisor of Internal 
Audit Division at Wisconsin Elec- 
tric Power Company. 


for Reducing 


be found in another 
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NEW ENGLAND 
by Grorce C. Worron 

On Tuesday, December 14, 
1948, Tue Institute or INTER- 
NAL AupiTors joined ranks with 
the New England Chapter of the 
Tax Executives, Boston Control of 
the Controllers Institute of Amer- 
ica, the Massachusetts Society of 
Certified Public Accountants and 
the Boston Chapter of the National 
Association of Cost Accountants to 
hear Dr. Lincoln Gordon. Young 
Dr. Gordon (he is thirty-five) is 
consultant to the American Dele- 
gation of the United Nations 
Atomic Energy Commission, the 
National Security Resources Board 
and the Army and Navy Muni- 
tions Board, as well as being the 
author of several books. He is, in 
addition to his other duties, Profes- 
sor of Government and Adminis- 
tration at the Harvard Business 
School. The topic of his subject 
was most timely—“European Re- 
covery—A Progress Report.” Dr. 
Gordon discussed some of his ex- 
periences while in Europe as con- 
sultant to Mr. Averill Harriman, 
United States Special Representa- 
tive to the Organization for Euro- 
pean Economic Cooperation in 
Paris. 

The idea of having joint meet- 
ings with similar groups having 
the same interests is a good one, 
and we hope to have more of them. 

The national president of the 
National Association of Cost Ac- 
countants, Mr. Clinton W. Ben- 
nett, a member of the Boston pub- 
lic accounting firm of Cooley and 


Marvin, was the speaker at our 
January meeting. Mr. Bennett is 
an old friend of Tue INnstITUTE 
and we looked forward 
meeting. 

We were all glad to learn of the 
recovery from his recent illness of 
our genial secretary, Mr. John 
Logue, and are very happy to wel- 
come him back to our meetings. 


to this 


LOS ANGELES 
by Cuas. F. Braver 

The Program Committee of the 
Los Angeles Chapter, being cogni- 
zant of the membership’s desire 
for meetings devoted to the discus- 
sion of technical phases of audit- 
ing, this 
year’s program a series of panel 
meetings. 


have incorporated in 
The first of such panel 
meetings was the program for the 
November meeting, and the sub- 
ject for discussion was “Accounts 
Payable Audits.” The members 
selected to discuss the subject were 
Bob Cain, Union Oil Company; 
Frank O’Brien, Southern Califor- 
nia Gas Company; Bob Williams, 
Rexall Drug Company; and Char- 
lie Brauer, Solar Aircraft Com- 
pany. These members represent- 
ing diversified industry were able 
to provide the meeting with so 
much thought-provoking material 
that the ensuing discussion period 
brought out some very fine points 
regarding the subject procedure. 
Our guest speaker for our Janu- 
ary meeting was Mr. J. B. Parker, 
Past President of the Chicago 
Chapter, and his chosen subject 


was “The Workings of The 
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National Organization.” Mr. Par- 
ker gave us a complete resume of 
the organizational set-up of THe 
INsTITUTE and of the various oper- 
ing committees of the organiza- 
tion. Mr. Parker explained how 
these committees operated for the 
benefit of tre membership, and re- 
viewed the information that each 
committee has available for the 
members. 

Due to the success of our first 
panel meeting, this Chapter 
planned a-second panel discussion 


The 


for our February meeting. 
subject for discussion was “Pay- 
roll Audits,” and the panel con- 
sisted of Chas. Stineford, Univer- 
sal-International Pictures, Inc.; H. 
F. Anderson, Richfield Oil Corpor- 
ation; John DeNault, Farmers In- 
surance Group; and William B. 
Rowe, Lockheed Aircraft Corpora- 
tion. 

Our moderator for the evening 
was A. C. Roselle, International 
Derrick and Equipment Company. 


DANIEL WEBSTER 


His speech had strength, force, and dignity; his composition was 


clear, rational, strengthened by a powerful imagination—in his orations 


‘the lightning of passion running along the iron link of argument.’ 


The one lesson which they teach to the youth of America is self-respect, 


a manly consciousness of power, expressed simply and directly—to 


look for the substantial qualities of the thing, and utter them distinctly 


as they are felt intensely. 


used in his orations. 





This was the sum of the art which Webster 


—E. A. DuyYckKINcK. 
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E following list of meeting dates and places has been compiled 
for the benefit of itinerant members of Tue INst1TUTE. 


Meeting Place 
Stafford Hotel 
Bismarck Hotel 
To be announced 
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Young Women’s League 
Sheraton Hotel 
Ben Milam Hotel 
Antoine’s 
Los Angeles Athletic Club 
Seelbach Hotel 
Downtown Club 
Seybold Arcade 
Hotel Schroeder 


. 
; 


Sheraton Hotel 
Hotel George Washington 


Park Lane Restaurant 
Engineers Club 

To be announced 

Fort Pitt Hotel 

Hotel Normandie 

To be announced 
Marine Memorial Club 
Lennox Hotel 

Royal York Hotel 
Tulsa Hotel 

Curtis Hotel 
Devonshire Hotel 

To be announced 


OFFICERS AND DIRECTORS 
of 
THE INSTITUTE OF INTERNAL AUDITORS, INC. 
For the Fiscal Year Ending September 30, 1949 





OFFICERS 


President: ARTHUR J. E. CHILD 
Canada Packers Limited 
ist Vice President: JAMES B. PARKER 
International Harvester Co. 
2nd Vice President: CHARLES J. GHESQUIERE 
The Detroit Edison Company 
Treasurer: RAYMOND KNOWLES 
Anaconda Copper Mining Company 
Secretary: A. EUGENE ADAMS 
The National City Bank of New York 


DIRECTORS 


Three Year Directors— 
Term Expiring 1951 GLENN T. BODMAN 
Continental Oil Co. 
LE ROY R. HAAS 
Chicago Title & Trust Company 
JAMES P. MILLER, JR 
The Atlantic Refining Compan) 
WILLIAM J. L. TOWNSEND 
Canada Packers Limited 
Term Expiring 1950 VICTOR Z. BRINK 
Ford Motor Company 
HAROLD A. ELDREDGE 
Gillette Safety Razor Company 
CHARLES J. FUE 
The Brooklyn Union Gas Company 
HERBERT G. KIMBALL 
Lockheed Aircraft Corporation 
Term Expiring 1949 CHARLES J. HILL 
The Peoples Gas Light & Coke Company 
DAVID B. MATHIAS 
Bankers Trust Company 
PHILLIPS C. SALMAN 
Socony-Vacuum Oil Co., Inc. 
HARRY H. WARTHEN 
Provident Mutual Life Insurance Co. 
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One Year Directors— 


Past Presidents— 
1944-1945 


1945-1946 
1946-1947 


1947-1948 


Presidents of Chapters 
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ARTHUR H. KENT 
Standard Oil Co. of California 

FLADGER F. TANNERY @ # 
Humble Oil and Refining Company 


CHARLES S. WEBSTER 
National Biscuit Company 


ALAN LAUCKNER 

Central Hanover Bank & Trust Company 
CURTIS T. ATKISSON 

Ebasco Services, Inc. 
ARTHUR E. HALD 

Consolidated Edison Company of New York, Inc. 
EARLE H. CUNNINGHAM 


General Motors Corporation 


(See Listing under Chapter Directory) 








Managing Director 
BRADFORD CADMUS 


120 Liberty Street % " { 
New York 6, New York ‘A 





INSTITUTE COMMITTEES 


é Year Ending September 30, 1949 


Standing— 


Executive: 


Budget & Finance: 


Admissions: 
Auditing: 


Nominating: 


Other— 


Editorial— 
The Internal Auditor: 


) & Educational: 


Industries: 


Membership & Chapter 
Formation: 


eu 


~~, 





JAMES B. PARKER, Chairman 
EARLE H. CUNNINGHAM 
CHARLES S. WEBSTER 


DAVID B. MATHIAS, Chairman 
ARTHUR H. KENT 
H. G. KIMBALL 


PAUL W. PRINDLE, Chairman 
THOMAS BURGESS, JR., Chairman 


ARTHUR J. E. CHILD, Chairman 
W. L. ALSTRIN 

EARLE H. CUNNINGHAM 

R. M. GARDNER 

R. J. HARRIGAN 


CHARLES J. FUE, Chairman 
c/o The Brooklyn Union Gas Company 
176 Remsen Street, Brooklyn 2, New York 
JOHN F. BRADY 
MAX A. KENYON 
EDWARD J. NOVOTNEY 
EARLE H. CUNNINGHAM, Chairman 
DONALD E. DOOLEY 
J. MAYNARD KEECH 
FLADGER F. TANNERY 
A. L. SIMPSON, Chairman 
c/o Chrysler Corporation 
341 Massachusetts Avenue 
Detroit 31, Michigan 


CHARLES J. GHESQUIERE, General Chairman 
The Detroit Edison Company 
2000 Second Avenue 
Detroit 26, Michigan 


REGIONAL CHAIRMEN 


Outside America 


H. J. Hintze ........ Western Europe and Sweden 
Santiago de la Cruz, Co-Chairman .. Philippines 
Andres S. Jones Brazil 
Roberto Millar . , Cuba 
Rolando Niedenthal . Argentina 
Sa B. Ollada, Co-Chairman Philippines 
J. C. Rawson Australia 
Tohn R. Robinson “ British Isles 
Pedro J. Santiago sil Puerto Rico 
Edward Schaefer Venezuela 
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Research: 


Organizational Review: 
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REGIONAL CHAIRMEN 
North America 


Glenn T. Bodman . South-Middle West ~ 
Herbert C. M. Cobb Middle Atlantic 
Harold A. Eldridge New England States 
Robert M. Gardner Ohio 
Victor G. Gendron Northern Pacific Coast 
Clyde E. Hegman North - Middle West 
Arthur H. Kent Central Western States 


Herbert G. Kimball Southern Pacific Coast 
J. S. Lang .... Western Canada & N. W. U. S. 
Elmer S. Larson West Central 
W. G. Proctor . Southern Atlantic & Gulf States 
W. J. L. Townsend .. Eastern & Central Canada 
Harry A. Warthen ..... Southern Atlantic 


VICTOR Z. BRINK, Chairman 

CURTIS T. ATKISSON 

JAMES F. BLAIR 

EARLE H. CUNNINGHAM 

HERBERT G. KIMBALL 

ROBERT B. MILNE 

ADOLF E. SCHURICHT 

A. L. SIMPSON, ex-officio (as chairman of 
Industries Committee ) 


CURTIS T. ATKISSON, Chairman 
VICTOR Z. BRINK 

ARTHUR E. HALD 

ALAN LAUCKNER 

DAVID B. MATHIAS 

ROBERT B. MILNE 

PHILLIPS C. SALMAN 


JOHN B. THURSTON 4 ' 4 
Pa 


Director of Research 
VICTOR Z. BRINK 


THE INSTITUTE OF INTERNAL AUDITORS 
MEMBERSHIP BY CHAPTERS 


JANUARY 31, 1949 


Total at 
Sept. 30, 
Chapter Members Associates Juniors Total 1948 
Baltimore 15 2 — 17 15 
Chicago 102 14 15 131 126 
Cincinnati 10 - — 10 — 
Cleveland 55 5 13 73 69 
Dayton 31 5 6 42 42 
Detroit 98 15 13 126 123 
Houston 25 3 — 28 24 
London, England 26 1 27 22 
Los Angeles 61 11 15 87 84 
Louisville 16 5 — 19 19 
Miami 23 i) 5 51 30 
Milwaukee 35 4 6 45 43 
Montreal 45 4 7 56 55 
New England 41 6 2 49 46 
New York 22 27 29 279 278 
Niagara Frontier 20 1 21 16 
Philadelphia 76 6 5 85 83 
Philippine 22 2 24 24 
Pittsburgh 47 7 2 56 56 
Rochester 14 1 15 16 
Saginaw Valley 15 1 4 20 19 
St. Louis 48 8 8 64 62 
San Francisco 58 15 27 100 98 
Toronto 51 11 2 64 57 
Tulsa 24 4 2 40 27 
Twin Cities 54 2 4 59 46 
Vancouver 15 5 20 13 
Washington 10 1 11 i1 
Non-Chapter 84 7 5 96 96 
Tora. 13524 172 169 1665 1590 
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SUPPLEMENTAL LIST OF MEMBERS 
ADMITTED DURING PERIOD @ q 
OCTOBER 1, 1948 TO JANUARY 31, 1949 








































BALTIMORE CHAPTER 
JAMES L. FRENCH 
Talbott Motor Co., Inc. 


CHARLES J. NICHOLS 
Consolidated Gas Electric Light 
& Power Co. of Baltimore 


ROBERT M. NICOL 
Western Electric Co., Inc. 


CHICAGO CHAPTER 
EDWARD C. ACREE 
Allstate Insurance Co. 
RICHARD R. CASHMAN 
Reliance Mfg. Co. 
HAROLD G. CLARKE 
Ernst & Ernst 
JOHN J. ENDRES 
Federal Reserve Bank of Chicago 
CHARLES R. LARSON 
Kraft Foods Company 
MERWIN W. PRATT 
Walgreen Company 
CHILTON K. ROSS 
U. S. Steel Corp. of Delaware 
JOHN P. ROWLAND 
Allstate Insurance Co. 
LLOYD F. WHITAKER 
Ernst & Ernst 


GORDON R. WORLEY 
Alden’s 


CINCINNATI CHAPTER 
JOHN A. MUELLER 
Emery Industries Inc. 

RICHARD J. OLBERDING 

The Gibson Art Company 

JAMES O. PLEASANTS 

The Proctor & Gamble Company 
PAUL J. ROSSELOT 

The Trailmobile Company 

ALBERT I. RUSSAK 


ROBERT S. VOSMER 
Sabin Robbins Paper Company 


Cincinnati Gas & Electric Company 


CLEVELAND CHAPTER 
EDWARD H. ANZALONE 
The Standard Oil Company (Ohio) 
MAHLON H. CHEW 
The Ohio Boxboard Company 
ALBERT F. HEITMAN 
Reese Grocery Company 
LEE L. KEENER 
B. F. Goodrich Chemical Company 
ROBERT B. MAY 


Byrant Heater Company 


DETROIT CHAPTER 
CLYDE I. CHEVALIER 
Hudson Motor Car Company 
LEWIS G. KALUSH 
General Motors Corporation 


JOHN R. McFARLANE 
Dominion Forge & Stamping Co., Ltd. 


GENE M. SCOTT 
Hudson Motor Car Company 
HERBERT W. STRALEY 4 
Kaiser-Frazer Corporation Fi 
F. B. SUPPLEE 
General Motors Corporation 


CHARLES A. WINDT 
Ford Motor Company 


HOUSTON CHAPTER 
VERNON J. GISS 
Second National Bank 


W. E. MILLS 
Haskins & Sells 


LONDON CHAPTER 


CHARLES ALBERT COX 
A. E. C. Limited 


HUMPHREY HOWARD 
The Renold & Coventry Chain Co., Ltd 


RAYMOND J. TOOLEY 
Ministry of Food 
LOS ANGELES CHAPTER 


WILLIAM J. BJORKQUIST 
Lockheed Aircraft Corporation 


RAY J. DIAS 
Lockheed Aircraft Corporation 


WILLIAM L. McGANN 
€ Lockheed Aircraft Corporation 


GERALD M. ROSENBERG 
Lockheed Aircraft Corporation 
Cc. S. STEBBINS 
Southern California Gas Co 


CHARLES H. STINEFORD 


Universal-International Pictures, Inc 


MILWAUKEE CHAPTER 
TOM H. BARTZ 
Ed Schuster & Co., Inc 
LESTER J. HOGE 
Inland Steel Products Co 
ELLSWORTH T. WADE 
Blatz Brewing Company 


MONTREAL CHAPTER 
PAUL N. BOULTBEE 
Dominion Rubber Co., Ltd 


J. E. MITCHAM 
Atlas Asbestos Co., Ltd 


NEW ENGLAND CHAPTER 
JAMES J. BREEN 
Sylvania Electric Products Inc 
GILBERT C. CHENEY 
Firestone Rubber & Latex Products Co. 
LAURENCE M. FULLER 
Whitkin Machine Works 


NEW YORK CHAPTER 
CHARLES BAKER 
Metropolitan Life Insurance Company 
ARTHUR H. BECKMAN 
Associated Hospital Service of N. Y 
GEORGE E. BRIXNER, JR. 
Sargent & Company 
__ JOHN J. CRUISE 
Consolidated Edison Co. of N. Y., Inc 
WETMORE DAWES 
Exchequer & Audit Dept. of British 
Government 
HARRY G. ENGLISH 
C.A.R.E. Inc. 


VAL J. FLECKENSTEIN 
R.K.O. Service Corp. 


JACK GARDNER 
N. J. Bell Telephone Company 


HENRY GIRARDOT 
N. J. Bell Telephone Company 


Supplemental List of Members 


HOWARD C. KIEL 
N. J. Bell Telephone Company 
ALBERT E. LASSMAN 
R.K.O. Service Corporation 
S. EDWARD LE COMPTE 
Associated Hospital Service of N. Y 
R. J. PERRY 
N. J. Bell Telephone Company 
WILLIAM J. WIRTH 
Phelps-Dodge Corporation 
BURTON R. YOUNG 
Western Electric Company 
EDWIN H. ZAEH 


Mutual Insurance Compan) 


NIAGARA FRONTIER CHAPTER 
BENJAMIN L. ENLOE 
Price, Waterhouse & Co. 
PHILLIP M. NELSON 

National Gypsum Company 
WALTER J. SCANLON 

The Federal Portland Cement Co. Inc 
HENRY WM. SENF 

American Machine & Foundry Co 
JOHN T. WILSON 

Dunlop Tire & Rubber Corp 


Atlantic 


PHILADELPHIA CHAPTER 


W. ALFRED HOFFSOMMER 
The Lehigh Coal & Navigation Co 


RICHARD L. HURST 
Lit Brothers, Philadelphia 
FRANCIS A. LE CATES 
Sun Oil Company 
WILLIAM FINLEY McRAE 
R.C.A. Victor Division 
PITTSBURGH CHAPTER 
J. L. ANDERSON 


Westinghouse Electric Company 


JOSEPH WILLIAM NICHOLS 
Gulf Oil Corporation 


SAGINAW VALLEY CHAPTER 
ROBERT PEELE 


Dow Corning Corporation 


ST. LOUIS CHAPTER 
JOHN E. GILLIES 
Universal Match Corporation 
LUTHER H. HISER 
A. E. Stanley Mfg. Company 


PHILIP L. MARLO 
Stiz, Baer & Fuller Co. 
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SAN FRANCISCO CHAPTER 
Cc. M. DILLEHAY 
The Borden Company 
ROBERT W. REHFELD 
Arthur Andersen & Co. 


RICHARD B. SIMS 
Lybrand Ross Brothers & Montgomery 


H. FOSTER WRIGHT 


Arabian American Oil Company 


TORONTO CHAPTER 
B. COUPERTHWAITE 
Abitibi Power & Paper Co., Ltd. 
G. FINLAY DAVIS 
The Hydro Electric Power Commission 
JOHN ARTHUR EDDS 
The Bank of Nova Scotia 
WILLIAM H. S. POTE 
Abitibi Power & Paper Co., Ltd. 
A. ERNEST STEAD 
Charted Trust & Executor Company 


G. FREDERICK SURPHLIS 
Plan for Hospital Care 


TULSA CHAPTER 
ALLYN R. BELL, JR. 
Deep Rock Oil Corporation 
JAMES C. BERRY 
Public Service Co. of Oklahoma 
WILLIAM T. FREY, JR. 
Deep Rock Oil Corporation 


JAMES T. NOEL 
Deep Rock Oil Corporation 


TWIN CITIES CHAPTER 
ELMER A. DECHMANN 


National Pressure Cooker Company 


S. W. HARRINGTON 
Pillsbury Mills 


THOMAS L. KENEALY 


Investors Syndicate » 


VANCOUVER CHAPTER 
JAMES BROUN 
Buckerfield’s Limited 


KENNETH G. CLARK 


Foster, Barrett, Lennard 


L. W. FULLER 
Shell Oil Co. of B. C., Ltd. 


DENHAM JOHN KELSEY 
Helliwell, MacLachlan & Company 
GILBERT A. KENNEDY 
B. C. Telephone Co. 


WILLIAM GRANT ROSE 
Clarkson, Gordon & Company 


JAMES S. WILSON 
B. C. Packers, Ltd. 





NON-CHAPTER 
WILLIAM J. DINSMORE 
E. I. duPont de Nemours & Co., Ltd. 


EDGERTON E. FRANCK 
Virginia-Carolina Chemical Corp. 


HARRY HALPERN ’ ’ 

Hawaiian Pineapple Company, Ltd / 
WILLIAM S. JONKER 
Instituto Lannas, S.A. 


A. W. LEVAN 


Cities Service Gas Company 


REGINALD B. TATE 
The Life Insurance Company of 
Virginia 


TRANSFERS OF MEMBERSHIP 


CHICAGO CHAPTER 
JOHN P. ROWLAND 


Allstate Insurance Company 
Junior to Member 


NEW YORK CHAPTER 
GEORGE W. KOEGEL 


Prudential Insurance Co. of America 
Junior to Member 


TORONTO CHAPTER 
FERGUS L. MARTIN 


Famous Players Canadian Corp., Ltd. 


Junior to Member 


NON-CHAPTER 


JOSE F. PONCE DOMINGUEZ 
Frutas Rivas & The Rivas Company 
Associate to Member 
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EMPLOYMENT SECTION 


HE Employment Section is intended to be of assistance 

to InstrruTE members desiring to make new connec- 
tions and to companies having internal auditing positions 
available. The names of interested members or of companies 
requesting space in this section will remain anonymous, if 
desired. 


All communications should be addressed to The Secre- 
tary—Tue Instirute or INTERNAL AupiTors, Room 404, 
120 Liberty Street, New York 6, N. Y. Reference should 
be made to Box “E” number. 











POSITION WANTED 

AUDITOR-ACCOUNTANT — Presently 
employed Internal Auditor desires new 
connection. College graduate with major 
in accounting, 5 years auditing experi- 
ence with large corporation. Locate any- 
where, will travel if necessary. Age 28, 
married. Salary open. Box E 153. 


SUBSCRIPTION ORDER 
Tue INTERNAL AuDITOR, 
120 Liberty Street, 
Room 404, 
New York 6, N. Y. 
Please enter my subscription for Tae INTERNAL AUDITOR 


for scssseseesee- Year(s) beginning with the issue for the.. 
quarter, at the rate of $4.00 per year. 


FO in payment thereof. 


(Signed) 
Address 
City scandal Zone 
State 
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Requiesrat in Pace 


Aucustus H. Ranpe. New York Chapter 
Epwin C. HoLpen Chicago Chapter 
To 
B. Garry Brock 
A TRIBUTE 


The Institute of Internal Auditors owes an immeasurable 
debt of appreciation to Harry Brock for the creative artistry, 
the genius, that he exercised and devoted to The Institute's 
volumes that he published. To contribute to the prestige 
of The Institute by way of presenting its publications in 
impeccable format was a matter of enduring pride with 
him. His service to The Institute never can or ever will be 
surpassed. 


Harry Brock was an understanding friend; and, for me, his 
stature was greatly increased by the way he met the catas- 
trophe that occurred in January, 1948. In spite of the fact 
that he faced, what would have been to many of us, an 
overwhelming disaster, his chief reaction, to my knowl- 
edge, was an unshakeable determination to begin again 
and build, to yet better effect, a bigger and still more 
promising future for himself and his business—always 
standing ready to faithfully serve The Institute to the 
utmost of his unique talent and ability. 


—Charles Fue. 


















John B. Thurston 


First President, Institute of Internal Auditors 


writes the first basic book 
on the subject — 


BASIC 
INTERNAL 
AUDITING 


Principles and Techniques . . . A FIRST because: 


1. The material is fresh; has not appeared elsewhere in 


published form. 


2. Fp the most up-to-date, proven practices in the 
eld. 


3. It is written in down-to-earth style; is comprehensive 
and concise. 



























4. The author is a leading figure in a growing manage- 
ment technique. 





NE -S 





a ERE is an excellent preparatory volume for a new management aid—accountancy on 
the management level—the newest development in the field. It enabl 

to measure performance, eliminate waste, and modify or initiate policies. It is of value 
: for practicing internal audit llers, other corporative executives, public accountants, 
and ma ltants, as well as the newcomers to the profession. Among the new 
approaches is the “Covelopmeed of audits on the departmental basis rather than the old 
balance sheet idea. Not only is there a thorough explanation given of the methods of 
organizing an audit program, but also factors relating to the wok my of department audits 
and preparing reports. 











100 pages, 6” x 9”, illustrated, cloth. $2.75 





Ready in April @ A “new systems” book throughout... a 
full discussion of principles involved in system 


| Accounting installation . . . and the special systems prob- 


lems arising in the popular types of medium 


S t —to small-size business firms—such as retail 
/ ys ems and service businesses, accounting and pro- 


By JOHN J. W. NEUNER, Professor of fessional men, manufacturing concerns, insur- 


Accounting, The College of the City of ance agencies, brokerage firms, municipali- 
New York; CPA. and ULRICH J. ties, hotels, restaurants, real estate businesses, 
NEUNER, Instructor of Business Education, theatres, breweries, and distilleries. 
Montclair, New Jersey State Teachers 

College. 420 pages, illustrated, 6" x 9", cloth. $6.00 














®@ Send for Examination Copies 
¢ zie INTERNATIONAL TEXT BOOK COMPANY, Trade Division, Dept. TIA 


SCRANTON 9, PA. “Over one-half century of publishing” 











Publications of The Institute of Internal Auditors 





Increasing the Usefulness of Internal Auditing 


ADDRESSES Presented at the 
SIXTH ANNUAL CONFERENCE OF THE INSTITUTE — 1947 


A oth inter of recent trends showing the broadening scope and usefulness 
) 


of Internal Auditing. Individual articles cover specific phases of the 
‘owing general themes—Recent Developments in Internal Auditing, re- 
Appraisal of the Systems of internal Control, and case histories of special 
anagement Service. Price 





Internal Auditing — A Post-War Reappraisal 


ADDRESSES Presented at the 
FIFTH ANNUAL CONFERENCE OF THE INSTITUTE — 1946 


RECONSIDERATION of the fundamentals of Internal Auditing in the light 
A of post-war conditions. Subjects covered include—Service of Internal 
dit to Management, Training of Internal Auditors, Development of Audit 
Programs, Internal Audit Reports, and Coordination of Internal Auditors and 
Public Accountants. Price 





Internal Auditing — Now and After the War 


PAPERS AND DISCUSSIONS Presented at the 
THIRD ANNUAL CONFERENCE OF THE INSTITUTE — 1944 


| yeep treated and discussed by leading internal auditors, public account- 
ants and authorities in related fields include—The Modern Internal Auditing 
Department in Operation, Significant Failures of Internal Control, Basic Principles 
of Internal Auditing, and Formal Education Courses in Staff Training. 


Price paper-bound 





Internal Auditing Philosophy and Practice 


Edited by CHARLES J. FUE 
PAPERS PRESENTED During the 1942 - 1943 Season of THE INSTITUTE 
HIS volume comprises six parts: |. Internal Auditing Techniques, Il. Internal 
‘ Auditing and Management, Ill. Internal Auditing and Public Accounting, 


Internal Auditing and the Securities and Exchange Commission, V. Internal 
Auditing and Wartime Problems, and VI. Internal Auditing and the Future. 


Price 





Managerial Control Through Internal Auditing 


Prepared by the Research Committee of 
THE INSTITUTE OF INTERNAL AUDITORS 


ODERN Internal Auditing lies in the area of management contro!., This 
M concise volume has been published to guide business management in 
the utilization of its internal auditing staff; how, as a tool of management, 
modern internal auditing has progressed far beyond the arithmetical verification 
of accounts, records and financial statements; how it has become a complete 
intra-company financial and operational review embracing perfection of the 
system of internal control and reliable assurance of adherence to the standards 
of performance. Price $2.00 





Order any of above publications from your favorite bookseller or directly from 
BROCK and WALLSTON, Publishers, 39 Atlantic St., Stamford, Conn. 





Other Publications on Internal Auditing 


INTERNAL AUDITING—by Victor Z. Brink 
A text and guide book to Internal Auditing 
Ronald Press—15 East 26th Street—New York 10, N. Y. 


INTERNAL CONTROL STANDARDS AND RELATED 
AUDITING PROCEDURES $5.00 
by WALTER H. KAMP and JAMES A. CASHIN 
A case history description of an internal control program and coordinated internal 
auditing practices. 


Brock and Wallston—39 Atlantic Street—Stamford, Conn. 




















